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CO N C E P T S  O F D E VE LO P M E NT A N D U N D E R D E VEL O P M E N T 
 

W h a t is D e v e l o p m e n t :T h e p r o b l e m a t i c a l n a t u r e o f d e v e l o p m e n t ?’ 
 

In e co n o mic te r m s , d e velo p m e n t  h a s b e e n un d e r s t o od as a c hie ving  s u s tai n a ble 

r a t e s o f  g r ow t hofi n c o m e p a  c ap ita to en a ble t h e n a ti o n to ex p a n d  it s o u t p u t fa s te r 

t h a n t h e   po p u l a t i o n (T od a r o a n d  S m i t h 20 1 1 ). Th is  d efi n i t i o n fa ils  to  t a k e i n t o 

co n s id e r ati o n 

p r obl e m s of pov e r ty,di s c r imi n a ti o n, un e m p l o y m e n t a ndi n c o m e dis t r ibu ti o n ; 
 

t h e as s u m p t ion b ei n g t h a t in c r e as e d 

ou t p u t o r ec o n o mi c g r ow t h wo ul d d e a lwi t h th e s e is s ue s . 

In s oci ol o g i c al t e r m s ,t h e t e r m       ‘de velo p m e n t ’is u s e d ( o f t e n b y W e s t e r n 

s oci ol o g i s t s )                                                                                                                        t o 

m e a n i n d u s tri a liz ati o n , e con o m ic g r ow t h an d t h e living s ta n d a r ds as s oci a te d wi t h p r o s 

p e r it y , s uc h a s inc r e a s e d life e xp e c t a n c y,he a lt h - 

c a r e, fr e e ed u c ati o n , e t c . Tho s e c o u n t r ies t h a t h a ve 

no t y e t a c hi e ve d t h e s eo b j e c t i v e s a r e s a id t o b e ‘ u n d e v el o p e d ’ a n d a r eof t e n t e r m 

e d  ‘le s s - d e v e l o p e d c ou n t r ie s’(LD C s) . 

Thi s d efi ni t i o n of d e v el o p m e n t is bo t h loa d e d a n d et h n o ce n t r ic – 
 

it r ef lec ts t h e v i e w t h a t 
 

We s te r n i s ati o n is t h e o nly w o r t h w h i l e a n d d e s ir a b le di r e cti o n de v elo p m e n t 
 

s hou l d t a k e . N o t a lls ociolo g i s ts 

a g r e e wi t h t h i s d e f i n itio n o f de velo p m e n t . F o r e xa mp l e , s o m e r e g a r d 
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lib e r a t i o n f r o m opp r e s s ion 

 

as m o r ei m p o r t a n t t o p r og r e s s t h a n in d u s t r ia lisa ti o n. O t h e r s 
 

r e g a r d in d u s t ri a ld e v el o p m e n t              as a p r obl e m i f i t              m e a n s inc r e a s ing s oci a l 

a n d e c o n o mi c  divi s ion s wi t h i n a co u n t r y. 

Th e vie w s on de velo p m e n t a b o ve t hi n k o f d e ve lop m en t  as m a t e r ia l 

or s oci a lch a n g e in t h e m a t e r ia lwo r l d . Ho w e v e r ,o t h e r s (My e r s 19 9 9 ) p r ovidin g 

a r eli g iou s vie w o n d e velo p m e n t                                                         co n s ide r it as a p o s itive 

ch a n g e in t h e w h ol e of h u m a n life ma t e r ia lly,                                   s oci a llya n d s pi r itu a lly. 

Mye r s c a llst hi s t r an sf o r m a t i o n a l d e velo p m e n t . 

Th e y co n c l u d e t h a t i f t h e t h r e e o f t h e s e h a ved e c lin e d 
 

fr o m h i g h e r level s , t h e n b e y o n d                                                            do u b t ,t hi s h a sb e e n 

a p e r iod of de velo p m e n t . Ifo n e o r m o r eof th e s e p r oble m s h a ve                                b e e n 

g r owi n g w o r s e, e s pe c ia lly if a llt h e  t h r e e  h a ve,   t h e n  t h a t  wo u l d  b e  a   p e r io d  o f 

‘un d e r d e v e l o p m e n t . 
 

Ec o n o m i c s o f D e v e l o p m e n t :C o n c e p t s a n d A p p r o a c h e s 
 

Eco n o m ics of d e v el o p m e n t r ef e r s to t h e p r obl e m s o f 

ec o n o mi c d e v elo p m e n t o f 

un d e r de v elo p e d co u n t r ie s .In t h e e a r ly d a ys, t h e foc u s w a s on p r obl e m s t h a t w e r e s ta t i s 

tic   in n a tu r e    a n d la r g e ly r el a t e d t o       a    We s t e r n E u r op e a n   fr a m e wo r k o f s oci a l 

a n d cul t u r al 

in s ti t u t io n s .Ho w e v e r ,a ft e r t h e Se c o n d W o r ldW a r ec o n o mi s ts s t a r te d de vo t ing a t t e 
 

n t ion     t o w a r ds a n a lyz ing t h e p r obl e m s of u n d e r d e v elo p e d co u n t r ies a n d f o r m u la ti n g t 

h e o r ies a n d                                                                                        m o d el s of d e velo p m e n t 

an d g r ow t h. Th e in t e r e s t in ec o n o mi c s of d e velo p m e n t                                  w a s fu r t h e r 

s ti m ul a t e d by t h e w a veof p o l i t i c a l r e s u r g e nc e t h a t s w e p t a c r o s s As ia 

a n d Afr ic a wh i c h                                                                                   g a ine d i n d e p en d e n c e 

af t e r t h e w o r ld w a r .Aft e r t h e Se c o n d W o r ld W a r ,t h e p o v e r ty a n d 

b a ck w a r d n e s s of s o m e   of    t h e w o r l d     co u n t r ies b e c a m e    ex t r e m e l y co n s pic u o u s . 

M a n y              r e a s on s ,incl u d i n g c o l o n ial e x p l oi t a t i o n,             d e va s t a t i o n by w a r , w a r - 
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ind u c e d infl a ti o n a n d t h e                                 like , c o u l d p o s s ibly b e s a id to be r e s po n s ibl e 

 

fo r s uc h a s ad s ta t e of a ffa ir s in m a ny co u n t r ies.                                                               It isp r eci s ely 

a t t h i s t i m e t h a t t h e s ubj e c t of d e velo p m e n t             e co n o mi c s             c a me in t o b ei n g to s 

tu d y t h e p r obl e m s of b a ck w a r dn e s s a nd un d e r d e ve lo p m e n t of th e s e n a ti o n s . 

Dev e l o p m e n t e c o n o mi c s   (DE)   w a sb a s ic a lly    de s ig ne d     to   t h e o r ize o n 

ec o n o mi c                     b a ck w a r d n e s s oft h e le s sd e velo p e d                     co u n t r ies (LDCs) 

an d a p p lyt h e th e o r eti c a lkno w l e d g e 

to t h e a n a ly s is of p a r tic u lar p r obl e m s of u n d e r d e velo p m e n t , 
 

low inc o m e a nd pov e r ty, a nd to  fin d w a ysa n d m e a n s to s olv e t h e s ep r oble m s .D E isin d e e d 

abl e n d of m an y t y p e s of is s ue s 

an d q u e s ti o n s ,inclu d i n g t h e an a ly s is of c a u s ati o n a n d it s pe r p e t u a t i o n, 

a n d p o l i c i e s t o w a r d s 

s olu t ion of a ho s tof p r o ble m s r el a tin g to un d e r d ev e l o p m e n t . Th e pu r po s e ofDE h a s b e 

e n 

ma i n l y to s tu d y t h e p h e n o m e n o logy of un d e r d ev e l o p m e n t , a n d t o p r e s c r ibe a p p r o p r ia te                                             

polic i e s to e r a d ic a te it. Th e o r ies d e velo p e d by d ev elo p m e n t ec o n o mi s ts h a ve e n c o m p a ss e 

d  t h e t h e o r e ti c a lu n d e r p in ni n g s  of  e m p i r ical      fa c ts d r a w n a c r o s s t h e b oa r df r o 

m                                  s oci o -                                 ec o n o mi c - poli ti c a l r e a lm s of life of m a n 

y p o o r c o u n t r i e s . 

E c o n o m i c g r o wt h Ve r s u s E c o n o m i c d e v e l o p m e n t 
 

Eco n o m is ts of t e n t e n d t o u s e t h e t w o t e r m s ec o n o mi c d e velo p m e n t a n d e c o n o mi c 

g r ow t h    int e r c h a n g e ab ly,             as     t h e y a p p e a r t o     b e s yno n y m o u s    wi t h    e a ch o t 

h e r .Th e e c o n o mi c                          de v elo p m e n t of a                                  co u n t r y isd efi n e d as t h 

e d e velo p m e n t oft h e ec o n o mi c w e a lt h o f t h e                               co u n t r y. Ec o n o m ic de 

velo p m e n t i s a ime d              a t t h e ove r a ll             we ll-b ei n g oft h e citiz e n s              of a co 

u n t r y, as t h e y a r e t h e ulti m a t e b e n e f icia r ies oft h e de v elo p m e n t oft h e eco n o my oft h 

e ir co u n t r y. 
 

Eco n o m ic 
 

d e velo p m e n t i s a s u s tai n a ble b o o s t in t h e s ta n d a r ds of liv ing oft h e pe o p l e of a 
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co u n t r y. It im pli e s a n inc r e a s e in t h e p e r c a pi t a inc o m e of ev e r yci tiz e n . It a ls ole a ds to t h e 

 

c r e a ti o n ofm o r e op p o r t u ni ti e s in t h e s ec t o r s of e d u c atio n , h e a lth c a r e, e m pl oy m e n t an 

d t h e  co n s e r v a ti o n oft h e e n v ir on m e n t . 

Eco n o m ic g r ow t ho n t h e o t h e r h a nd ,is a n a r r ow e r co n c e pt t h a n e c o n o m icd e v el 

op m e n t . It                                              is de fi n e d                                                         as t h e in c r e a s e 

in t h e va lue of g o o ds a n d s e r vic e s p r od u c e d b y e ve r ys ec t o r oft h e 

ec o n o my. It is u s u a llyex p r e s s ed in t e r m s o f t h e g r o s sdo m e s tic p r od u c t o r G D P o f t h e 

co u n t r y. 

M e a s u r e m e n t o f e c o n o m i c d e v e l o p m e n t 
 

Eco n o m icd e velo p m e n t i s m e a s u r ed info u r w a ys :- 
 

1. G r o s sN a ti o n a lP r od u c t (GN P ): 
 

2. GN P p e r c a p it a 
 

3. Welf a r e 
 

4. Soc ia l In d i c a t o r s 
 

G ro s s N a t i o n al P r o d u c t 
 

GNPis t h e t o t a l va lu e of a llfin a lgoo d s a n d s e r vic es p r od u c e d wi t h i n a n atio n 

in a p a r tic u l a r ye a r ,plu s i n c o m e e a r n e d byi t s citiz e n s (incl u d ingi n c o m e of th os elo c a t e d 

ab r oa d ) , mi n u s inc o m eof no n -r e s id e n t s loc a t e d i n t h a t c o u n t r y.Basic a lly, 

GN P me a s u r es  t h e va lu e  of 

goo d s a n d s e r vice s t h a t t h e co u n t r y' s cit iz e ns p r od u c e d r e g a r d le s s oft h e ir lo c a tio n . G N 

Pis 

on e me a s u r e oft h e ec o n o mi c co n d i t i o nof a co u n t r y,u n d e r t h e a s s u m p t ion t h a t a hi g h e 

r                                                                                                               GN P le a ds to ahi g h e r q 

u a lity of liv in g ,a llo t h e r thi n g s b e i n g e q u a l.Clo s ely r el a te d to G N P 

is G r o s s Do m e s tic P r od u c t (GDP ):-w hi c h is t h e t o t a l m a r k e t va lue of a llfin a lgo o d s a n d 
 

s e r vic e s p r od u c e d                            in a                                     co u n t r y                           in a g iven 

ye a r ,eq u a lto t o t a l c o n s um e r ,inve s t m en t a n d                 gov e r n m e n t                s p e n d i n g , 

p lus t h e va lue ofe x p o r t s ,mi n u s t h e v a lu e ofi m p o r t s . 

O n e c o m m o n w a yof m e a s u r i n g d e v e l o p m e n t i s t h e i n c r e a s ei n t h e e c o n o 
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m y’s r e a ln a ti o n a l inc o m e ov e r alo n g p e r iod o f ti m e.  GNP 

 

as a m e as u r e of n a ti o n a ld e velo p me n t isf a ce d wi t h s ev e r al c h a llen g es incl ud in g :- 

i. 

It fa ils to t a k e i n t o co n s ide r ati o n c h a n g e s in g r o wt h o f po p u l a t i o n . If a r is e in r e a l 
 

n a ti o n a l inco m eis a c co m p a n i e d by af a s te r g r ow t hi n po p u l a t i o n , t h e r e w i l l b e n o 

eco n o mi c g r ow t h b u t r e t a r d a ti o n. 

ii. 
 

Th e G N P fig u r e d o e s no t r ev e a lt h e co s ts to s oci e t y o fe nvi r on m en t a l poll u t io n. It 

co n s id e r sn a tu r a lr e s ou r ce s to be fr e e . 

iii. It t ell s n o thi n g a b o u t t h e di s tri b u t i o n of inc o m e in t h e e c o n o my. 
 
 
 

iv.                          GN P is a lw a ysm e a s u r e d             in m o n ey t e r m s , b u t t h e r e a r e a 

n u m b e rof go o d s a n d              s e r vice s wh i c h a r e di ffi c ul t t o me a s u r e in t e r m s o f m o ney 

e. g .tak i n g c a r e of t h e  chil d r e n b y t h e m o t h e r . 

v. 
 

Do u b l e cou n t ing w h i c ha r is e s fr o m t h e fa il u r e t o di s tin g u i s h p r op e r ly b e t w e e n fin a l 

a n di n t e r m e d i a te p r od u c t s . 

GN P as a n                                            in d e x o f e c on o mic                                 d e velo p m e n t h 

a s no t be e n s uc c e ss ful in r e d u c in g po v e r ty, 

un e m p l o y m e n t , i n e q u a lity no r h a s it h el p e d r a is e s ta n d a r ds of living in d e velo p i n g co u n t 
 

r ie s . Th e r efo r e, oni t s o w n G N P c a n n o t b e r e g a r d e d as a s ati s fa cto r y m e as u r e 

ofe c o n o m ic de velo p m e n t . 

GN P p e rc a p i t a 
 

This r el a t e s to inc r e a s e in t h e p e r c a pit a r e al in c o m e oft h e eco n o my o v e r t h e lon 

g p e r io d . 

Thisi n d i c a t o r of ec o n o mi c g r ow t h em p h a s iz es t h a t f o r ec o n o mi c d e v e lop m e n t t h e r a t e 

of 

inc r e a s e in r e al p e r c a p ita inc o m e s ho u l d b e h ig h e rt h a n t h e g r ow t h r a t e o f po p u l a t i o 

n. Ho w e v e r ,s ev e r al diffic u ltie s s till r e m a in : - 
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i. An inc r e as e in p e r c a pit a inc o m e m a yno t r a is e r e al s ta n d a r d of livin g oft h e ma s s e s . 

 

ii. 
 

The r ei s p o s s ibility t h a t t h e m a ss es r em a in po o r d e s pit e a n inc r e a s e in t h e r e a lGN P 
 

p e r c a pit a ift h e inc r e a s e d in co m e go e s only t o t h e f e w r ic h in s te a d of g oin g to t h e 

ma n y po o r . 

iii. In t e r n a ti o n a l co m p a r is o ns oft h e r e a lGN P p e r c a pit a a r e in a c cu r at e   d u e to 

exc h a n g e r a t e co nv e r s io n of diff e r e n t cu r r e n c ies in t o a c o m m o n c u r r en cy . 

iv.    Th e r e a lGN P p e r c a pi t af a ils to t a k e i n t o a c c o un t p r oble m s    a s s oci a te d wi t h b a s ic 

n e e d s l i k e n u t r i t i o n ,           h e a lt h ,     s an ita t i o n ,              h ou s in g ,         w a t e r      a n d 

e du c a ti o n . The im p r ove m e n t in living s ta n d a r ds by p r ovi di n g ba s icn e e d s c a nn o t 

b e me a s u r e d by inc r e a s e in GNP p e r c a p it a . 
 

De s pi t e t h e s e limi t a t i o n s ,t h e r e a lGN P p e r c a pit a is t h e m o s t wi d e l y u s ed m e a s u r e  of 

eco n o mi c d e v el o p m e n t 

W e l f a r e 
 

Ec o n o m ic de velo p m e n t       is   of t e n m e a s u r e d   fr o m   a        w elf a r e p o i n t    of 

vie w . F r o m t h i s       p e r s p e c ti v e , e c o n o mic d ev elo p m e n t i s r e g a r d e d as a p r oce s sw h e r eby t 

h e r e is a ninc r e as e in 

t h e co n s u m p t ion of goo d s a n d s e r vice s b y i n d i vidu a ls .F r om a w el fa r e p e r s p ec tiv e , e c o n o 

mi c d e v elo p m e n t  isd e fi n e d a s a s u s t ai n e d i m p r ove m e n t in ma t e r ia lw el l- 

be i n g ,w hi c his r efl e c t e d in ani n c r e a s ing flo w o f g o o ds a n d s e r vice s .Welf a r e asa m e a s u r e of 

e co n o m ic de velo p m e n t  h a s it s o w n limit a t i o n s :- 

i.  Th e fi r s t li mi t a t i o n a r is es wi t h  r e g a r d to  t h e w e i g h t s   to  b e a t t a c h e d t o 
 

t h e 
 

co n s u m p t ion of in di v idu a ls .Co n s u m p t ion of go o d sa n d s e r vic e s d e p e n d o n t h e t a s t e 

an d p r ef e r en c es of indi vidu a ls .It is t h e r e f o r e n o t c o r r e ct t o h a ve t h e s a me w e i g h t s in p 

r ep a r ing t h e w el fa r e ind e x of in di v id u a ls . 

ii. 
 

C a u t ion s ho u l d b e e x e r c is ed wi t h r e g a r d to t h e c o m po s itio n oft h e t o t a l o u t p u t t h a t 
 

isg iving r is e to an inc r e a s e in p e r c a pit a c o n s u m p t ion , a n d ho w t h e o u t p u t is va lu e d . 
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Th e inc r e a s e d t o t a l o u t p u t ma y b e co m p os e d of c a pit al g o o d s .It m ay b e a t t h e c o s t 

 

of a r e d u c e d ou t p u t o f c on s u m e r g o o d s . 
 

iii.  F r o m t h e w el fa r e poi n t o f v i e w , w e m u s t a ls o c on s ide r  no t o n l y w h a t is p r od u c e d 

b u t h o w i t isp r od u c e d .           Th e ex p a n s ion of r e a ln a ti o n a lou t p u t m i g h t h a ve r e s ult e d 

fr o m l o n g h o u r s o f la b ou r a n d d e t e r ior a ti o n        o fwo r k i n g co n d i t i o ns oft h e la bo u r 

for c e. 

iv. 
 

Inc r e a s e in w el fa r e mi g h t b e a c co m p a n i e d by in c r e a s e d in e q u a lity in di s t r ib u t i o n o f 

inco m ei. e. t h e r ic h mi g h t ha v eb e c o m e r ic h e r a n d t h e p o o r p o o r e r . 

S o c i a l I n d i c a t o r s 
 

Du e t o di ss ati s fa ctio n wi t h GN P /G N P p e r c a p ita                                           as m e a s u r e s 

of ec o n o mi c de velo p m e n t ,                                                                                       ce r tai n eco n o mi s ts 

h a ve t ri e d t o me a s u r e iti n t e r m s o f s oci a lin di c at o r s .            So m e in d i c a t o r s             a r e 

‘in p u t s ’e. g .n u t r i t i o n  s t a n d a r d s  or  n u m b e r   of h o s pi t a l b e d s   or  d o ct o r s   p e r 

h e a d of      po p u l a t i o n w hi l e o t h e r s a r eo u t p u t s e. g .       inf a n t m o r t a li t y r at e s ,s ickn e s s r 

a t e s e t c . Soci al                                            indi c at o r s a r e no r m a lly r ef e r r e d t o as b a s icn e e d s 

of d e v elo p m e n t .Th e d i r ec t p r ovi s ion of          b a s icn e e d s s uc h a s h e a lth,             ed u c ati o n , 

fo o d, w a te r , s an ita ti o n a n d h o u s in g a ff e ct s pov e r tyi n a 

s ho r t e r p e r iod a n d w it hf e w e r m o n e t a r yr e s ou r c es t h a n GN P /G N P p e r c a p ita s t r a te 

g y w hi c ha ims a t inc r e a s ing p r od u c t ivity 

an d i n c o m e s oft h e p o o r a u t o m at ic a lly ov e r t h e lo n g 

r un. Th eli m i t a t i o n s of s o ci alin d i c ato r s a s m e a s u r es of ec o n o mic d e v elo p m e n t in cl u d e : - 

i. Th e r e no u n a n imity a m o n g ec o n o mi s t as  to t h e n u m b e r a n d t y p e o f it e m s to b e 

incl u d e d in s uc h a n ind e x. 
 

ii.  Th e r e is t h e p r obl e m o f as s ig nin g w e i g h t s to t h e va r iou s it e m s w h i c h m a y d e p e n d 

up o n t h e s oci a l,e c o n o mic a n d p o l i t i c a ls et -u p of t h e c o u n t r y. 

iii. 
 

M aj o r i t y ofi n d i c a t o r s a r e ‘inp u t s ’a n d n o t ‘ou t p u t s ’s uc h a s e d u c a t i o n , h e a lt h e t c 

iv.  Th e y involv e ‘va lu e jud g e m e n t s ’h e n c e t h e y a r e n ot p o p u l a r . 
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E c o n o m i c g r o wt h a n di n c o m e di s t rib u t i o n : T h e K u z n e t s h y p o t h e s i s 

 

Th e r e h a sb e e n m u ch c o n t r ov e r s ya m o n g e co n o m is ts ov e r t h e iss ue ofw h e t h e r e co n 

o m ic g r ow t h inc r e a s es o r d e c r e a s es in c o m e di s t ri b u t i o n . P r of. Sim o n 

Kuz n e t s w a s t h e fi r s t  e c o n o mi s tt o  s tu d y  th is p r obl e m e m p i r ica lly. H e ob s e r ve d 

t h a t i n t h e e a r ly s ta g e s o f 

eco n o mi c d e v elo p m e n t r el a tive inc o m ein e q u a lityi nc r e a s e s ,s tab iliz e s fo r a ti m e a n d t h 

e n  d e c lin e s inl a t e r s ta g e s( for m i n g Kuz n et s c u r ve a s in t h e fig u r e b e l o w ) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Ca u s e s o f i n c r e a s e i n i n e qu al i t y wi t h d e v e l o p m e n t 
 

Th e r e a r e m a n yf a ct o r s t h a t te n d to inc r e a s e r el a tive inc o m ein e q u a lity in t h e e a r 

ly s ta g e s of de v elo p m e n t ofp o o r co u n t r ies. 

Po o r co u n t r ies a r e ch a r a c te r i z e d by g e og r ap h ic, s oci a l,fi n a n c ia lan d t e c h n ol o g ic 

a l                       d u a lis m.                       Wh e n t h e p r oc e s s of t r a n s i t ion fr o m a t r a d itio n a l 

a g r ic ul t u r al s oci e t y to m o d e r n in d u s t ri a l  e c o n o my be g in s ,  it  in c r e a s es in e q u a liti e s 

in inc o m e d i s t ri b u t i o n . Th e r e a r e s tr u c tu r a l                                            ch a n g es w h i c h 

le a d to in c r e a s in g e m p l o y m e n t o p po r t u n i t ies,         ex pl oi t a t i o n         ofn e w r e s ou r c es 

a n d im p r ove m e n t s in t e c h no l o g y .Allt h e s el e a d t o inc r e a s e in p e r c a p ita in c o m ei n t h e 

in d u s t ri a ls ec t o r .Th e inc o m e s 

of w o r ke r s ,m an a g e r s ,e n t r e p r en e u r s e t c i n u r b a n a r e a s 
 

inc r e a s e m o r e r ap idly .B u t inc o m e p e r c a pit a of wo r ke r s en g a g e d in a g r ic ult u r a lan d no 

n - 

a g r ic ul t u r al o c cu p a ti o ns in r u r al a r e as d o e s no t r is e d u e to s ub s is te n c e a g r ic ult u r e ,de f e 

c ti v e la nd t e n u r e s ys t e m a n d r u r al b a ck w a r d n e s s . 
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Th e ind u s tri a ls ec t o r u s esc a pit a l-in t e n s ive te c h niq u e s w h i c h 
 

ab s o r bs o n ly e d u c a t e d , s kil led 
 

an d t r a in e d wo r k e r s .W o r ke r s in t h i s s e ct o r h a vehi g hin c o m es a n d e m p l o y e r s 

e a r n la r g e 

p r ofi t s .Thu s t h e m o d e r nin d u s tri a ls ec t o r g r ow s fas t e r t h a n t h e r u r al s ub s is te n c e s ec t 

o r .As 

a r e s ult, t h e r el a tiv e s h a r e of inc o m ea n d p r ofiti n n a ti o n a lin c o m e of t hi s s ec t o r r is e s ,m o 

r e th a n in t h e r u r al s ec t o r . 

Th e m i g r a t i o n o f r u r al p o p u l a t i o n to u r b a n a r e a s do e s n o t p r ovi d e g a inful 

e m p l o y m e n t 

op p o r tu n i t ies to t h e un e d u c at e d a n d u n s kille d p e o p l e in t o wn s a n d c i t ie s . Th e m a j o r i t y of

 t h e m t a k e u p l o w s kille d job s e. g . ve g e ta bl e a n d f r ui t ve n d o r s , c a r w a s he r s , 

do m e s tic   s e r va n t s  e t c .   All  s uc h p e r s on s a r e  u n d e r e m p l o y e d a n d h a ve lo w in c 

o m e s . Wi t h tec h n o l o g ic a l ad v an c e a nd inc r e a s e in fin a nci alf a ciliti e s in u r b a n 

a r e as, n e w          cla s s of 

e n t r e p r en e u r s e m e r g e s w hi c h le a ds to div e r s ifi c ati o n in ma n u f a ct u r in g ,t r a de an d bu s i 

ne s s . 

Co n s e q u e n t l y , i n c o m es a nd p r ofi t s of pe r s o ns e n g a g ed in th e m inc r e a s e. The r eis a ls ou r b a 

n 

bi a s in t h e a lloc a ti o n of fin a nci a l r e s ou r c es for d e vel o p m e n t on p a r t of go v e r n m e n t wi t h t 

h e        r e s ult t h a t t h e r u r a lec o no m yr e m a ins b a ck w a r d wi t h di s gu is ed u n e m p l o y m e n t 

an d low pe r         c a pit a i n co m e .          Abov e a ll,           hi g h e r g r ow t h r a t e o f po p u l a t i o n 

a m o n g t h e ma ss es                                          in LD C s                                        inc r e a s es t h e a b s olu t e 

nu m b e r of pe o p l e a nd h e n ce r el a tiv e in e q u a lity. 

Ca u s e s o f r e d u c t i o n i n i n e q u a l i t y wi t h d e v e l o p m e n t 
 

Kuzn e t s 
 

g ives t wo r e a s o ns fo r t h e d e c r e a s e in ine q u a lity of inc o m e di s t ri b u t i o n w h e n t h e 

co u n t r y r e a c he s hi g hin c o m e 

le vels in t h e la t e r s ta g e s of d e v elo p m e n t .F ir s t, t h e p e r c a p it a i n c o m eof t h e hi g h e s t in c 
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o m e g r ou p s  fa lls b e ca u s e t h e i r s h a r e of in co m e fr o m p r op e r t y  d e c r e a s e s .Se c o n d  t h e 

 

p e r                c a p it a i n c o m eof               t h e                low e s ti n c o m e g r ou p s r is es w h e n 

go v e r n m e n t t a k e s le g is la tiv e                  d e c is ion                  wi t h                   r e s p ec t to 

e d u c a t i o n A n d h e a lt h s e r vi ce s , 

in h e r ita n c e a n d i n c o m e t a x a t i o n , s oci a ls ec u r ity, full e m p l o y m e n t a n d e c o no m ic r eli e f e i 

t h e r  t o w h o l e g r ou p s or indi vid u a ls . 

Asd e velo p m e n t p r oc e e d s , it s et s in m o ti o n ac h a in of c u m u l a tive e x p a n s ion in t h e i 

nd u s tr i a l                                                                                                          s ec t o r ,th e r e b y 

le a di n g t o hi g h e r p e r c a p itain c o m e . This in t u r n inc r e as e s t h e de m a nd fo r                 fa r m p 

r od u c t s a nd o t h e r p r o d u c t s a n d b a c k w a r d a r e a sw h i c h r a is es t h e p e r c a p itai n c o m e of 

t h e p e o p l e o f t h e s e a r e as .In d e v e l o p m e n t e c o n o m ics lit e r a t u r e , t hi s is c a lle d “t r i 

ckli n g do w n 

eff e c t s ”o r ‘s p r e a d s e f f e c t’ ofd e v e l o p m e n t . B e s id e s t h e i n c o m e s o f r u r al a r e a s ,a l 

s o inc r e a s e     fr o m u r b a n r e m i t t an c es a n d o r / f o r ei g n r e m i t t a nc e s .Pe o p l e b e l o n g ing 

to r u r al a r e as   b u t   wo r k i n g i n u r b an  a r e a s a n d o r   li v in gi n fo r e ig n co u n t r ie s r e m i t 

la r g e s um s  to t h e i r  de p e n d e n t s . 

M e a n i n g   o f  H u m a n   D e v e l o p m e n t : 
 

Th e  t e r m  ‘hu m a n  d e v e l o p m e n t ’  m a y  b e  d e fi n e d  a s  a n  ex p a n s i o n  of h u m a n 

c a p a b i l i t i e s ,   a  wi d e n i n g   of  c h o i c e s ,   ‘a n  e n h a n c e m e n t   of  fr e e d o m ,   a n d  a 

fulfill m e n t  of h u m a n  ri g h t s . 

At  t h e   b e g i n n i n g ,   t h e   no t i o n   of  h u m a n   d e v e l o p m e n t   inc o r p o r a t e s 

t h e  n e e d  for  in c o m e  ex p a n s i o n .  Ho w e v e r ,  in c o m e  g r o w t h  s h o u l d  co n s i d e r 

ex p a n s i o n  of  h u m a n   c a p a b i l i t i e s .  H e n c e  d e v e l o p m e n t   c a n n o t  b e  e q u a t e d 

sol e l y  to inc o m e  ex p a n s i o n . 

In c o m e   is  no t   t h e   su m - to t a l   of  h u m a n   life.  As  in c o m e   g r o w t h   is 

e s s e n t i a l ,  so  a r e   h e a l t h ,   e d u c a t i o n ,   p h y s i c a l  e n v i r o n m e n t ,   a n d   fr e e d o m . 

H u m a n    d e v e l o p m e n t    s h o u l d   e m b r a c e    h u m a n    ri g h t s ,   so c i o- e c o- poli t i c o 

fr e e d o m s .     Ba s e d     on    t h e     no t i o n     of    h u m a n     d e v e l o p m e n t .     H u m a n 

Dev e l o p m e n t   In d e x   (HDI)  is  co n s t r u c t e d .   It  se r v e s   a s   a  m o r e   h u m a n e 
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m e a s u r e   of  d e v e l o p m e n t   t h a n  a  st r i c t l y  .in c o m e - b a s e d  b e n c h m a r k   of  p e r 

 

c a p i t a  GN P . 
 

Th e   fir s t   U N D P   H u m a n   De v e l o p m e n t    Re p o r t   p u b l i s h e d   in   1 9 9 0 

st a t e d  t h a t :  “Th e  b a s i c  obj e c t i v e  of d e v e l o p m e n t   is  to  cr e a t e  a n  e n a b l i n g 

e n vi r o n m e n t  fo r  p e o p l e  to  e nj o y  lo n g ,  h e a l t h y  a n d  c r e a t i v e  live s . ”  It  al s o 

d e fi n e d  h u m a n  d e v e l o p m e n t  a s  “a p r o c e s s  of e nl a r g i n g  p e o p l e ’ s  c h o i c e s ” , 

“a n d  st r e n g t h e n  h u m a n  c a p a b i l i t i e s ”  in a w a y  wh i c h  e n a b l e s  t h e m  to le a d 

lon g e r ,  h e a l t h i e r  a n d  full e r  live s . 

F r o m  t hi s  b r o a d  d e fi n i t i o n  of h u m a n  d e v e lo p m e n t ,  on e  g e t s  a n  id e a 

of  t h r e e c ri t i c a l   is s u e s inv olv e d in  h u m a n  d e v e l o p m e n t  in t e r p r e t a t i o n . 

Th e s e  a r e :  to  le a d  a  lo n g  a n d  h e a l t h y  life,  to  b e  e d u c a t e d ,  a n d  to  e nj o y  a 

d e c e n t  st a n d a r d of   livi n g . Ba r r i n g t h e s e  t h r e e c r u c i a l p a r a m e t e r s of 

h u m a n d e v e l o p m e n t  a s  a  p r o c e s s   e n l a r g i n g   p e o p l e ’ s  c h o i c e s ,   t h e r e   a r e 

a d d i t i o n a l  c h o i c e s t h a t  inc l u d e  poli t i c a l fr e e d o m s ; ot h e r g u a r a n t e e d 

h u m a n  ri g h t s ,  a n d  va r i o u s  in g r e d i e n t s  of s elf- r e s p e c t . 

On e  m a y  co n c l u d e  u n h e s i s t a n t l y  t h a t  t h e  a b s e n c e  of t h e s e  e s s e n t i a l 

ch o i c e s   d e b a r s   or  blo c k s   m a n y   ot h e r   op p o r t u n i t i e s   t h a t   p e o p l e   s h o u l d 

h a v e  in  wi d e n i n g  t h e i r  ch o i c e s .  H u m a n   d e v e l o p m e n t   is  t h u s  a  p r o c e s s  of 

wi d e n i n g    p e o p l e ’ s   ch o i c e s   a s   w e ll   a s   r a i s i n g   t h e   lev e l   of   w e ll- b e i n g 

a c h i e v e d . 

Wh a t    e m e r g e s    fro m -   t h e   a b o v e    di s c u s s i o n    is   t h a t    e c o n o m i c    g r o w t h 

m e a s u r e d   in  t e r m s  of  p e r  c a p i t a  GN P  foc u s e s  onl y  on  on e  ch o i c e  t h a t  is 

in c o m e .  On  t h e  ot h e r  h a n d ,  t h e  no t i o n  of  h u m a n   d e v e l o p m e n t   e m b r a c e s 

t h e  wi d e n i n g  of all h u m a n  c h o i c e s — w h e t h e r   e c o n o m i c ,  so c i a l ,  c ul t u r a l  or 

poli t i c a l .   On e   m a y ,   ho w e v e r ,   co n t e s t   GDP/G N P   a s  a  u s e f u l   m e a s u r e   of 

d e v e l o p m e n t   si n c e   in c o m e   g r o w t h   e n a b l e s   p e r s o n s   in  ex p a n d i n g   t h e i r 

r a n g e  of c h o i c e s . 

 
 
Thi s  a r g u m e n t   is,  ho w e v e r ,   fa u l t y .  Mo s t  im p o r t a n t l y ,  h u m a n   ch o i c e s   go 
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fa r  b e y o n d   in c o m e ex p a n s i o n .   Th e r e a r e   so  m a n y   c h o i c e s   t h a t   a r e   no t 

 

d e p e n d e n t   on  inc o m e .   Th u s ,   h u m a n   d e v e l o p m e n t   cov e r s   all  a s p e c t s   of 

d e v e l o p m e n t .   H e n c e   it  is  a  holi s t i c  co n c e p t .   “E c o n o m i c  g r o w t h ,   a s  s u c h 

b e c o m e s  onl y a s u b s e t  of h u m a n  d e v e l o p m e n t  p a r a d i g m . ” 

Obj e c t i v e s   o f  H u m a n   D e v e l o p m e n t : 
 

In t h e t r a d i t i o n a l d e v e l o p m e n t e c o n o m i c s , d e v e l o p m e n t m e a n t 
 

g r o w t h  of p e r  c a p i t a  r e a l  in c o m e .  La t e r  on,  a  wi d e r  d e fi n i t i o n  of d e v e l o p - 

m e n t c a m e to b e a s s i g n e d t h a t foc u s e d on di s t r i b u t i o n a l obj e c t i v e s . 

Ec o n o m i c  d e v e l o p m e n t ,  in  ot h e r  wo r d s ,  c a m e  to  b e  r e d e f i n e d  in  t e r m s  of 

r e d u c t i o n  or  eli m i n a t i o n  of po v e r t y  a n d  in e q u a l i t y . 
 

Th e s e   a r e ,  af t e r   all,  ‘a  go o d s - ori e n t e d ’  vie w  of  d e v e l o p m e n t .   Tr u e 

d e v e l o p m e n t  h a s  to  b e  ‘pe o p l e -  c e n t r e d ’ .  Wh e n  d e v e l o p m e n t  is d efi n e d  in 

t e r m s   of  h u m a n   w e l f a r e  it  m e a n s   t h a t  p e o p l e  a r e  p u t  fir s t .  Thi s  ‘pe o p l e - 

ori e n t e d ’  vi e w  of d e v e l o p m e n t  is to b e  c a ll e d  h u m a n  d e v e l o p m e n t . 

 
 

It  is  t h u s   cl e a r   t h a t   p e r   c a p i t a   in c o m e   do e s   no t   st a n d   a s   a  t r u e 

in d e x  of  d e v e l o p m e n t   of  a n y  co u n t r y .   To  ov e r c o m e   t hi s  p r o b l e m   a n d  to 

u n d e r st a n d      t h e     dy n a m i c s      of     d e v e l o p m e n t ,      t h e     U ni t e d      N a t i o n s 

Dev e l o p m e n t    Pr o g r a m m e    (U N D P )    d e v e l o p e d    t h e    co n c e p t    of   H u m a n 

Dev e l o p m e n t     In d e x     (HDI)    in    t h e     1 9 9 0 s .     Thi s    in d e x     b r o u g h t     in 

r e v o l u t i o n a r y   c h a n g e s   no t   only   in  d e v e l o p m e n t ,   b u t   al s o   in  t h e   poli c y 

e n vi r o n m e n t   in  w h i c h  t h e  gov e r n m e n t   w a s  a s s i g n e d  a  m a j o r  rol e  in s t e a d 

of m a r k e t  fo r c e s . 

Ec o n o m i c    d e v e l o p m e n t     no w    r e f e r s    to    ex p a n di n g    c a p a b i l i t i e s . 

Acc o r d i n g   to   Am a r t y a S e n ,   t h e   b a s i c   obj e c t i v e   of  d e v e l o p m e n t    is   ‘th e 

ex p a n s i o n   of  h u m a n   c a p a b i l i t i e s ’ .  Th e  c a p a b i l i t y  of  a  p e r s o n   r e fl e c t s  t h e 

va r i o u s  co m b i n a t i o n s  of ‘doi n g s  a n d  b ei n g s ’  t h a t  on e  c a n  a c h i e v e .  It t h e n 

r e fl e c t s   t h a t   t h e   p e o p l e   a r e   c a p a b l e   of  doi n g   or  b e i n g .   C a p a b i l i t y   t h u s 

d e s c r i b e s  a p e r s o n ’ s  fr e e d o m  to c h o o s e  b e t w e e n  diff e r e n t  w a y s  of livin g . 
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Ca n   p e o p l e    r e a d    a n d    wr i t e ?    Ar e   foo d st u f f s   di s t r i b u t e d    a m o n g 

p e o p l e   in  a   u ni v e r s a l   m a n n e r ?   Do  po o r   st u d e n t s   g e t   mi d d a y   m e a l   in 

sc h o o l s ?  Do  t h e  po o r  chil d r e n   g e t  a d e q u a t e l y  no u r i s h i n g   di e t s  a t  ho m e ? 

No  on e  wo u l d  do u b t  t h a t  a n  illit e r a t e   po o r  p e r s o n  c a n n o t  h a v e  t h e  sa m e 

c a p a b i l i t i e s  t h a t  a  ri c h  lit e r a t e   on e  g e t s .  Th u s  c a p a b i l i t y  fail u r e  le a d s  to 

pov e r t y  a n d  d e p r i v a t i o n .  Thi s  p e r s p e c t i v e  of d e v e l o p m e n t ,  a s  e n u n c i a t e d 

by  A.  Se n ,  su g g e s t s   w h y  d e v e l o p m e n t   e c o n o m i s t s   p u t  g r e a t e r   e m p h a s i s 

on  e d u c a t i o n  a n d  h e a l t h . 

 
 
Th e r e  a r e  m a n y  co u n t r i e s  in  t h e  wo r l d  w hi c h  —d e s p i t e  hi g h  lev e l s  of p e r 

c a p i t a     GDP    g r o w t h /     r e a l    inc o m e — e x p e r i e n c e     hi g h    m o r t a l i t y    r a t e , 

u n d e r n o u r i s h m e n t   r a t e ,   po o r   lit e r a c y ,   a n d   so  on.  Thi s  is  a  c a s e   c all e d 

‘gr o w t h  wi t h o u t  d e v e l o p m e n t ’ .  M.  P Tod a r o  a n d  S.  C. S m i t h  a s s e r t :  “Re a l 

in co m e is  e s s e n t i a l ,   b u t   to  co n v e r t t h e   c h a r a c t e r i s t i c s of  co m m o d i t i e s 

in t o  fu n c t i o n s … .  s u r e l y  r e q u i r e s  h e a l t h  a n d  e d u c a t i o n  a s  w e ll  a s  in c o m e . ” 

In ot h e r  wo r d s ,  inc o m e  do e s  no t  d e fi n e  p e o p l e s ’  ‘well- b e i n g ’  a d e q u a t e l y . 

Well- b e i n g ,  al t h o u g h a div e r s e no t i o n , s h o u l d co n s i d e r  h e a l t h a n d 

e d u c a t i o n , in a d d i t i o n to inc o m e .  S e n’ s in t e l l e c t u a l  in si g h t s a n d 

fu n d a m e n t a l   id e a s  in d u c e d   U N D P  to  fo r m u l a t e   HDI  a s  a  co m p r e h e n s i v e 

m e a s u r e  of d e v e l o p m e n t .  It m a y  b e  r e i t e r a t e d  t h a t  t h e  HDI  a s  u s e d  in t h e 

H u m a n  De v e l o p m e n t  Re p o r t s  to  co m p a r e  diffe r e n t  co u n t r i e s  in t h e  wo r l d 

h a s  b e e n  d e s i g n e d  a s  al t e r n a t i v e  to  p e r  c a p i t a  GDP/ G N P .  To d a y ,  it is t h e 

m o s t  si n g l e  co m m o n l y  u s e d  m e a s u r e  to ev a l u a t e  d e v e l o p m e n t  ou t c o m e s . 

Co m p o n e n t s   of  H u m a n   D e v e l o p m e n t : 

Th e  no t e d   Pa k i s t a n i   e c o n o m i s t   M a h b u b u l H a q co n s i d e r e d fo u r   e s s e n t i a l 

pill a r s  of h u m a n  d e v e l o p m e n t . 

Th e s e  a r e : 
 

i. E q u a l i t y , 
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ii. Su s t a i n a b i l i t y , 
 

iii. Pr o d u c t i v i t y ,  a n d 

iv. E m p o w e r m e n t . 

Eq u a l i t y : 
 

If  d e v e l o p m e n t    is   vie w e d   in   t e r m s   of   e n h a n c i n g    p e o p l e ’ s   b a s i c 

c a p a b i l i t i e s ,   p e o p l e   m u s t   e n j o y  e q u i t a b l e   a c c e s s   to  op p o r t u n i t i e s .   Su c h 

m a y   b e   c all e d   e q u a l i t y - r e l a t e d   c a p a b i l i t i e s .   To  e n s u r e   e q u a l i t y- r e l a t e d 

c a p a b i l i t i e s    o r   a c c e s s    to   op p o r t u n i t i e s    w h a t    is   e s s e n t i a l    is   t h a t    t h e 

so c i e t a l     in s t i t u t i o n a l     st r u c t u r e     n e e d s     to    b e     m o r e     favo u r a b l e     or 

p r o g r e s s i v e . 

In ot h e r  wo r d s ,  t h e  u n f a v o u r a b l e  ini ti a l  a s s e t  di s t r i b u t i o n ,  lik e  la n d , 

c a n    b e    m a d e    m o r e    fa r m e r - fri e n d l y    t h r o u g h    la n d    r e f o r m    a n d    ot h e r 

r e d i s t r i b u t i v e  m e a s u r e s .   In  a d d i t i o n ,  u n e v e n   in c o m e   di s t r i b u t i o n   m a y  b e 

a d d r e s s e d     t h r o u g h     va r i o u s     t a x- ex p e n d i t u r e     poli c i e s .     Ec o n o m i c     or 

le g i sl a t i v e -  m e a s u r e s   t h a t   int e r f e r e s   wit h   m a r k e t   ex c h a n g e   m a y  e n a b l e 

p e o p l e  to e n l a r g e  t h e i r  c a p a b i l i t i e s  a n d ,  h e n c e ,  we ll- b e i n g . 

 
 

F u r t h e r ,  to  e n s u r e  b a s i c  e q u a l i t y ,  poli t i c a l  op p o r t u n i t i e s  n e e d  to  b e 

m o r e     e q u a l .     In     t h e     a b s e n c e     of    eff e c t i v e     poli t i c a l     o r g a n i s a t i o n , 

di s a d v a n t a g e d   g r o u p s   a r e   ex p l o i t e d   by  t h e   ‘ric h’  to  fu r t h e r   t h e i r   ow n 

in t e r e s t s   r a t h e r   t h a n  so c i a l  go a l s .  Ho w e v e r ,  p a r t i c i p a t o r y   poli t i c s  g e t s  a 

b e a t i n g  by t h e  in e q u a l i t y  in op p o r t u n i t i e s  in h a v i n g  b a s i c  e d u c a t i o n . 

 
 
It  is  to  b e  a d d e d   h e r e  t h a t  b a s i c  e d u c a t i o n   s e r v e s  a s  a  c a t a l y s t  of  so c i a l 

ch a n g e .  On c e  t h e  a c c e s s  to s u c h  op p o r t u n i t y  is op e n e d  u p  in a n  e q u i t a b l e 

w a y ,  wo m e n  o r  r e li g i o u s  mi n o r i t i e s  or  e t h n i c  mi n o r i t i e s  wo u l d  b e  a b l e  to 

r e m o v e  so c i o ec o n o m i c  ob s t a c l e s  of d e v e l o p m e n t .  Thi s  t h e n  s u r e l y  b r i n g s 

a b o u t  a c h a n g e  in po w e r  r e l a t i o n s  a n d  m a k e s  so c i e t y  m o r e  e q u i t a b l e . 

S u s t a i n a b i l i t y : 
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Ano t h e r im p o r t a n t fa c e t of h u m a n d e v e l o p m e n t is t h a t 
 

d e v e l o p m e n t    s h o u l d   ‘ke e p   goi n g ’ ,   s h o u l d   ‘la s t   lon g’.   Th e   co n c e p t    of 

su s t a i n a b l e   d e v e l o p m e n t   foc u s e s   on  t h e  n e e d  to  m a i n t a i n   t h e  lon g  t e r m 

p r o t e c t i v e   c a p a c i t y   of  t h e   bi o s p h e r e .   Thi s   t h e n   s u g g e s t s   t h a t   g r o w t h 

c a n n o t  go  on  in d e f i n i t e l y ;  t h e r e  a r e ,  of co u r s e ,  ‘limi t s  to  g r o w t h . ’ 

H e r e    w e    a s s u m e    t h a t    e n vi r o n m e n t     is   a n    e s s e n t i a l    fac t o r    of 

p r o d u c t i o n .  In  1 9 8 7 ,  t h e  Br u n t l a n d   Co m m i s s i o n  Re p o r t  (n a m e d   af t e r  t h e 

t h e n     Pri m e     Mi n i s t e r     Go    H a r l e m     Br u n t l a n d     of    No r w a y )     d e fi n e d 

su s t a i n a b l e  d e v e l o p m e n t   a s  ‘… d e v e l o p m e n t   t h a t  m e e t s  t h e  n e e d s  of  t h e 

p r e s e n t   wi t h o u t   co m p r o m i s i n g   t h e  a b ili t y  of  fu t u r e   g e n e r a t i o n s   to  m e e t 

t h e i r  b a s i c  n e e d s . ’  Thi s  m e a n s  t h a t  t h e  t e r m  su s t a i n a b i l i t y  foc u s e s  on  t h e 

d e s i r e d   b a l a n c e   b e t w e e n    fu t u r e   e c o n o m i c   g r o w t h   a n d   e n v i r o n - m e n t a l 

q u a l i t y .  To  a t t a i n   t h e  go a l  of  s u s t a i n a b l e   d e v e l o p m e n t ,   w h a t   is  of  g r e a t 

im p o r t a n c e   is  t h e   a t t a i n m e n t   of  t h e   go a l  of  bo t h   in t r a -  g e n e r a t i o n   a n d 

in t e r - g e n e r a t i o n  e q u a l i t y . 

Thi s  ki n d  of in e q u a l i t y  incl u d e s  t h e  t e r m  ‘soc i a l  w e ll- b e i n g ’  no t  onl y 

fo r  t h e   p r e s e n t   g e n e r a t i o n   b u t   al s o   for  t h e   p e o p l e   w h o   will  b e  on  t h e 

e a r t h   in  t h e  fu t u r e .   Any  ki n d  of  e n v i r o n m e n t a l   d e c l i n e   is  t a n t a m o u n t   to 

viol a t i o n  of di s t r i b u t i v e  jus t i c e  of t h e  di s a d v a n t a g e d  p e o p l e s .  So c i a l  w el l- 

b e i n g  t h u s ,  t h e n ,  d e p e n d s  on  e n v i r o n - m e n t a l  e q u a l i t y . 

Pr o d u c t i v i t y : 
 

Ano t h e r   co m p o n e n t   of  h u m a n   d e v e l o p m e n t   is  p r o d u c t i v i t y   wh i c h 

r e q u i r e s   inv e s t m e n t   in  p e o p l e .   Thi s   is  co m m o n l y   c all e d   inv e s t m e n t   in 

h u m a n    c a p i t a l .   Inv e s t m e n t    in   h u m a n    c a p i t a l —i n   a d d i t i o n   to   p h y s i c a l 

c a p i t a l — c a n  a d d  m o r e  p r o d u c t i v i t y . 

Th e   im p r o v e m e n t    in   t h e   q u a l i t y   of  h u m a n    r e s o u r c e s    r a i s e s   t h e 

p r o d u c t i v i t y  of exi s t i n g  r e s o u r c e s .  Th e o d o r e  W. Sc h u l t z — t h e  No b e l  Pri z e - 

wi n n i n g   e c o n o m i s t — a r t i c u l a t e d   its  im p o r t a n c e :   “Th e  d e c i s i v e   fa c t o r s   of 

p r o d u c t i o n    in   im p r o v i n g    t h e   w e lf a r e    of   po o r   p e o p l e    a r e    no t   s p a c e , 
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e n e r g y ,    a n d    c r o p    la n d ;    t h e    d e c i s i v e    fa c t o r    is   t h e    im p r o v e m e n t    in 

 

po p u l a t i o n   q u a l i t y . ”  E m p i r i c a l  evi d e n c e   fro m  m a n y  E a s t  Asi a n  co u n t r i e s 

co r r o b o r a t e  t hi s  vie w . 

E m p o w e r m e n t : 
 

Th e  e m p o w e r m e n t   of p e o p l e — p a r t i c u l a r l y  wo m e n — i s  a n o t h e r   co m - 

po n e n t     of    h u m a n     d e v e l o p m e n t .     In    ot h e r     wo r d s ,     g e n u i n e     h u m a n 

d e v e l o p m e n t   r e q u i r e s  e m p o w e r m e n t  in  all  a s p e c t s  of  life.  E m p o w e r m e n t 

im p l i e s   a   poli t i c a l   d e m o c r a c y    in   wh i c h   p e o p l e   t h e m s e l v e s    m a k e    t h e 

d e c i s i o n s   a b o u t   t h e i r   live s .  Un d e r   it,  p e o p l e   e nj o y  g r e a t e r   poli t i c a l  a n d 

civil  lib e r t i e s   a n d   r e m a i n   fr e e   fro m   ex c e s s i v e   co n t r o l s   a n d   r e g u la t i o n s . 

E m p o w e r m e n t   r ef e r s  to  d e c e n t r a l i s a t i o n  of po w e r  so  t h a t  t h e  b e n e f i t s  of 

gov e r n a n c e  a r e  r e a p e d  by all p e o p l e s . 

It  foc u s e s   on  g r a s s r o o t s   p a r t i c i p a t i o n   w h i c h   p r o m o t e s   d e m o c r a c y 

by  e nf r a n c h i s i n g   t h e  di s a d v a n t a g e d   g r o u p s .   Unf o r t u n a t e l y ,  b e n e f i t s   a r e 

co r n e r e d  by t h e  elit e s  b e c a u s e  of la c k  of 

 
 

e m p o w e r m e n t of  p e o p l e . P a r t i c i p a t i o n a s   a   go a l is  a   fe a t u r e of 
 

‘bo t t o m - u p’    d e v e l o p m e n t     st r a t e g y     r a t h e r     t h a n    ‘to p- do w n ’ .    F u r t h e r , 

d e v e l o p m e n t  poli c i e s  a n d  st r a t e g i e s   m a l e - do m i n a t e d .   Bu t  t h e  b e n e f i t s  of 

d e v e l o p m e n t  a r e  to b e  m a d e  ‘ge n d e r - s e n s i t i v e ’ . 

Dis c r i m i n a t i o n    a g a i n s t    wo m e n    in   h e a l t h    a n d   e d u c a t i o n    is   ve r y 

co s t l y  fro m  t h e  vie w p o i n t   of  a c h i e v i n g   d e v e l o p m e n t   go a l s .  E d u c a t i o n   of 

wo m e n   c a n   le a d   to   a  vir t u o u s   ci r c l e   of  low e r   fe r t i l i t y ,   b e t t e r   c a r e   of 

chil d r e n ,   m o r e   e d u c a t i o n a l   op p o r t u n i t y ,  a n d   hi g h e r   p r o d u c t i v i t y .  Abov e 

all,  a s  wo m e n ’ s  e d u c a t i o n   ri s e s ,  wo m e n ’ s  in d e p e n d e n c e   in  m a k i n g   t h e i r 

ow n  c h o i c e s  al s o  in c r e a s e . 

Any w a y ,     d e c e n t r a l i z a t i o n     a n d     p a r t i c i p a t i o n     e m p o w e r     p e o p l e , 

sp e c i a l l y  t h e  wo m e n   a n d  t h e  po o r .  It  t h e n  b r e a k s   t h e  ‘de p r i v a t i o n   t r a p ’ . 

M a h b u b u l H a q    a s s e r t s :    “If   p e o p l e    c a n    ex e r c i s e    t h e i r    c h o i c e s    in   t h e 
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poli t i c a l , so c i a l a n d ec o n o m i c sp h e r e s , t h e r e is  a   go o d p r o s p e c t t h a t 

g r o w t h  will b e  st r o n g ,  d e m o c r a t i c ,  p a r t i c i p a t o r y  a n d  d u r a b l e . ” 
 

N a t i o n a l  i n c o m e 
 

 

N a t i o n a l      in c o m e      is     a n      u n c e r t a i n      t e r m      w h i c h      is     u s e d 

in t e r c h a n g e a b l y    wi t h   n a t i o n a l   divi d e n d ,    n a t i o n a l   ou t p u t    a n d   n a t i o n a l 

ex p e n d i t u r e .  On  t hi s  b a s i s ,  n a t i o n a l  in c o m e  h a s  b e e n  d e fi n e d  in a n u m b e r 

of  w a y s .  In  co m m o n   p a r l a n c e ,   n a t i o n a l  in c o m e   m e a n s   t h e  to t a l  val u e  of 

go o d s  a n d  s e r v i c e s  p r o d u c e d  a n n u a l l y  in a co u n t r y . 

 

In  ot h e r   wo r d s ,  t h e  to t a l  a m o u n t   of  in c o m e   a c c r u i n g   to  a  co u n t r y 

fro m  e c o n o m i c  a c t i vi t i e s  in  a  ye a r ’ s  ti m e  is  k n o w n  a s  n a t i o n a l  in c o m e .  It 

in cl u d e s   p a y m e n t s   m a d e  to  all  r e s o u r c e s   in  t h e  for m  of  w a g e s ,  int e r e s t , 

r e n t  a n d  p r o fi t s . 
 
 
 
 
 

1 .  D e f i n i t i o n s   of  N a t i o n a l  In c o m e : 
 

 

Th e  d e fi n i t i o n s  of n a t i o n a l  inc o m e  c a n  b e  g r o u p e d  in t o  t w o  cl a s s e s : 

On e ,  t h e  t r a d i t i o n a l  d e fi n i t i o n s  a d v a n c e d   by  M a r s h a l l ,  Pi g o u  a n d  Fi s h e r ; 

a n d  t w o ,  m o d e r n  d e fi n i t i o n s . 

 

Th e  M a r s h a l l i a n   D e f i n i t i o n : 
 

 

Acc o r d i n g  to  M a r s h a l l :  “Th e  la b o u r  a n d  c a p i t a l  of  a  co u n t r y  a c t i n g 

on   it s   n a t u r a l   r e s o u r c e s   p r o d u c e   a n n u a l l y   a  c e r t a i n   n e t   a g g r e g a t e   of 

co m m o d i t i e s ,  m a t e r i a l  a n d  im m a t e r i a l 

 
 
 
 

in cl u d i n g  s e r v i c e s  of all ki n d s .  Thi s  is t h e  t r u e  n e t  a n n u a l  inc o m e  or 

r e v e n u e   of t h e  co u n t r y  or  n a t i o n a l  divi d e n d . ”  In  t hi s  d e fi n i t i o n ,  t h e  wo r d 

‘ne t’  r e f e r s   to  d e d u c t i o n s   fro m   t h e   g r o s s   n a t i o n a l   inc o m e   in  r e s p e c t of 
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d e p r e c i a t i o n   a n d   w e a r i n g   ou t  of  m a c h i n e s .   An d  to  t hi s ,  m u s t   b e  a d d e d 

 

in c o m e  fro m  a b r o a d . 
 

 

Co n c e p t s   of  N a t i o n a l  In c o m e : 
 

 

Th e r e  a r e  a  n u m b e r   of  co n c e p t s  p e r t a i n i n g  to  n a t i o n a l  inc o m e  a n d 

m e t h o d s  of m e a s u r e m e n t  r e l a t i n g  to  t h e m . 

 

(A )  Gr o s s  D o m e s t i c   Pr o d u c t  (G D P ) : 
 

 

GDP  is t h e  to t a l  val u e  of go o d s  a n d  s e r v i c e s  p r o d u c e d  wi t h i n  t h e  co u n t r y 

d u r i n g  a ye a r .  Thi s  is c al c u l a t e d  a t  m a r k e t  p r i c e s  a n d  is kn o w n  a s  GDP  a t 

m a r k e t   p r i c e s .   De r n b e r g   d e fi n e s   GDP  a t   m a r k e t   p r i c e   a s   “t h e   m a r k e t 

val u e  of t h e  ou t p u t  of fin a l  go o d s  a n d  se r v i c e s  p r o d u c e d   in  t h e  do m e s t i c 

t e r r i t o r y  of a co u n t r y  d u r i n g  a n  a c c o u n t i n g  ye a r . ” 

 

Th e r e  ar e  t h r e e  di f f e r e n t   w a y s  t o  m e a s u r e   GD P : 
 

 

Pr o d u c t  M e t h o d ,  In c o m e  M e t h o d  a n d  Ex p e n d i t u r e  Me t h o d . 
 

 

Th e s e   t h r e e   m e t h o d s   of  c al c u l a t i n g   GDP  yiel d  t h e  sa m e   r e s u l t   b e c a u s e 
 

N a t i o n a l  Pr o d u c t  =  N a t i o n a l  In c o m e  =  N a t i o n a l  Ex p e n d i t u r e . 
 

 

1 .  Th e  Pr o d u c t  M e t h o d : 
 

 

In  t hi s   m e t h o d ,   t h e   val u e   of  all  go o d s   a n d   s e r v i c e s   p r o d u c e d   in 

diff e r e n t  in d u s t r i e s  d u r i n g  t h e  ye a r  is a d d e d  u p .  Thi s  is al s o  kn o w n  a s  t h e 

val u e  a d d e d   m e t h o d   to  GDP  or  GDP  a t  fa c t o r  co s t  by  in d u s t r y  of  ori g i n . 

Th e  follo wi n g   it e m s   a r e  incl u d e d   in  In d i a  in  t hi s :  a g r i c u l t u r e   a n d  alli e d 

se r v i c e s ;  mi n i n g ;  m a n u f a c t u r i n g ,  co n s t r u c t i o n ,  el e c t r i c i t y ,  g a s  a n d  w a t e r 

su p p l y ;  t r a n s p o r t ,  co m m u n i c a t i o n  a n d  t r a d e ;  b a n k i n g  a n d  in s u r a n c e ,  r e a l 

e s t a t e s   a n d   ow n e r s h i p   of  d w e l l i n g s   a n d   b u s i n e s s   s e r v i c e s ;   a n d   p u b l i c 

a d m i n i s t r a t i o n  a n d  d e f e n s e  a n d  ot h e r  s e r v i c e s  (o r  gov e r n m e n t   se r v i c e s ) . 

In ot h e r  wo r d s ,  it is t h e  su m  of g r o s s  val u e  a d d e d . 
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2 .  Th e  In c o m e   M e t h o d : 

 

 

Th e  p e o p l e   of  a  co u n t r y   w h o  p r o d u c e   GDP  d u r i n g   a  ye a r   r e c e i v e 

in c o m e s   fro m  t h e i r  wo r k .  Th u s  GDP  by  in c o m e   m e t h o d   is  t h e  su m  of  all 

fa c t o r  in c o m e s :  Wa g e s  a n d  S al a r i e s  (co m p e n s a t i o n  of e m p l o y e e s )  +  Re n t 

+  In t e r e s t  +  Pr ofi t . 
 

 

3 .  Ex p e n d i t u r e   M e t h o d : 
 

 

Thi s   m e t h o d   foc u s e s   on  go o d s   a n d   se r v i c e s   p r o d u c e d   wi t h i n   t h e 

co u n t r y  d u r i n g  on e  ye a r . 

 

GD P  by  e x p e n d i t u r e   m e t h o d   i n c l u d e s : 
 

 

(1) Co n s u m e r  ex p e n d i t u r e  on  s e r v i c e s  a n d  d u r a b l e  a n d  no n- d u r a b l e 

go o d s  (C), 

 

(2)   Inv e s t m e n t    in   fixe d    c a p i t a l    su c h    a s    r e s i d e n t i a l    a n d    no n- 

r e s i d e n t i a l  b uil d i n g ,  m a c h i n e r y ,  a n d  inv e n t o r i e s  (I), 

 

(3) Gov e r n m e n t  ex p e n d i t u r e  on  fin a l  go o d s  a n d  se r v i c e s  (G), 
 

 
 
 
(X), 

(4)  Ex p o r t  of go o d s  a n d  s e r v i c e s  p r o d u c e d  by  t h e  p e o p l e  of co u n t r y 

 

 

(5)  Le s s   im p o r t s   (M).  Th a t   p a r t   of  co n s u m p t i o n ,   inv e s t m e n t   a n d 

gov e r n m e n t   ex p e n d i t u r e   wh i c h   is  sp e n t   on  im p o r t s   is  s u b t r a c t e d   fro m 

GDP.  Si m i l a r l y ,  a n y  im p o r t e d  co m p o n e n t ,  s u c h  a s  r a w  m a t e r i a l s ,  w hi c h  is 

u s e d  in t h e  m a n u f a c t u r e  of ex p o r t  go o d s ,  is al s o  ex c l u d e d . 

 

Th u s  GDP  by ex p e n d i t u r e  m e t h o d  a t  m a r k e t  p r i c e s  =  C +  I +  G +  (X 
 

– M), wh e r e  (X-M) is n e t  ex p o r t  w hi c h  c a n  b e  po s i t i v e  or  n e g a t i v e . 
 

 

( B )  GD P  a t  Fa c t o r  Co s t : 
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GDP  a t  fa c t o r  co s t  is  t h e  s u m  of  n e t  val u e  a d d e d   by  all  p r o d u c e r s 
 

wi t h i n  t h e  co u n t r y .  Si n c e  t h e  n e t  val u e  a d d e d  g e t s  di s t r i b u t e d   a s  inc o m e 

to  t h e  ow n e r s  of fa c t o r s  of p r o d u c t i o n ,  GDP  is t h e  su m  of do m e s t i c  fa c t o r 

in c o m e s  a n d  fixe d  c a p i t a l  co n s u m p t i o n  (o r  d e p r e c i a t i o n ) . 

 

Th u s  GDP a t  F a c t o r  Co s t  =  N e t  val u e  a d d e d  +  De p r e c i a t i o n . 
 

 

GD P  a t  fa c t o r  c o s t  i n c l u d e s : 
 

 

(i) Co m p e n s a t i o n  of e m p l o y e e s  i.e.,  w a g e s ,  s a l a r i e s ,  e t c . 
 
 
 
 
 

(ii)    Op e r a t i n g     su r p l u s    w hi c h    is    t h e    b u s i n e s s     p r o fi t    of    bo t h 

in c o r p o r a t e d    a n d    u ni n c o r p o r a t e d    fir m s .   [Op e r a t i n g    S u r p l u s    =    Gr o s s 

Val u e  Ad d e d  a t  F a c t o r  Co s t — C o m p e n s a t i o n  of E m p l o y e e s — D e p r e c i a t i o n ] 

 

(iii) Mix e d  In c o m e  of Se lf- e m p l o y e d . 
 

 

Co n c e p t u a l l y ,  GDP  a t  fac t o r  co s t  a n d  GDP  a t  m a r k e t  p ri c e  m u s t  b e 

id e n t i c a l / T h i s    is   b e c a u s e    t h e    fa c t o r    co s t    (p a y m e n t s    to    fa c t o r s )    of 

p r o d u c i n g   go o d s   m u s t   e q u a l   t h e   fin a l   val u e   of  go o d s   a n d   s e r v i c e s   a t 

m a r k e t    p r i c e s .   Ho w e v e r ,   t h e   m a r k e t    val u e   of   go o d s   a n d   s e r v i c e s    is 

diff e r e n t  fro m  t h e  e a r n i n g s  of t h e  fac t o r s  of p r o d u c t i o n . 

 

In   GDP   a t   m a r k e t    p ri c e    a r e    in cl u d e d    in di r e c t    t a x e s    a n d    a r e 

ex c l u d e d   s u b s i d i e s   by  t h e  go v e r n m e n t .   Th e r e f o r e ,   in  o r d e r   to  a r r i v e   a t 

GDP  a t  fa c t o r  co s t ,  in di r e c t  t a x e s  a r e  su b t r a c t e d  a n d  su b s i d i e s  a r e  a d d e d 

to GDP a t  m a r k e t  p ri c e . 

 

Th u s ,   GDP  a t   F a c t o r Co s t   =   GDP  a t   M a r k e t Pri c e   –  In d i r e c t Tax e s   + 

Su b s i d i e s . 

 

(C )  N e t  D o m e s t i c   Pr o d u c t  ( N D P ) : 
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ND P   is  t h e   val u e   of  n e t   ou t p u t of  t h e   ec o n o m y d u r i n g t h e   ye a r . 
 

So m e  of  t h e  co u n t r y ’ s  c a p i t a l  e q u i p m e n t   w e a r s  ou t  or  b e c o m e s   ob s o l e t e 

e a c h    ye a r    d u r i n g    t h e   p r o d u c t i o n    p r o c e s s .    Th e   val u e    of   t hi s   c a p i t a l 

co n s u m p t i o n   is  so m e  p e r c e n t a g e   of  g r o s s  inv e s t m e n t   wh i c h  is  d e d u c t e d 

fro m    GDP.    Th u s    N e t    Do m e s t i c    Pr o d u c t    =    GDP    a t    F a c t o r    Co s t    – 

De p r e c i a t i o n . 

 

( D )  N o m i n a l  a n d  R e a l  GD P : 
 

 

Wh e n   GDP  is  m e a s u r e d   on  t h e  b a s i s   of  cu r r e n t   p r i c e ,   it  is  c all e d 

GDP  a t  cu r r e n t   p r i c e s  or  no m i n a l  GDP.  On  t h e  ot h e r  h a n d ,  w h e n  GDP  is 

c al c u l a t e d   on  t h e  b a s i s  of  fixe d  p ri c e s   in  so m e   ye a r ,  it  is  c all e d  GDP  a t 

co n s t a n t  p r i c e s  o r  r e a l  GDP. 

 

No m i n a l  GDP  is t h e  val u e  of go o d s  a n d  s e r v i c e s  p r o d u c e d  in a  ye a r 

a n d  m e a s u r e d   in  t e r m s   of  r u p e e s   (m o n e y )  a t  c u r r e n t   (m a r k e t )  p ri c e s .  In 

co m p a r i n g  on e  ye a r  wi t h  a n o t h e r ,  w e  a r e  fac e d  wi t h  t h e  p r o b l e m  t h a t  t h e 

r u p e e  is no t  a st a b l e  m e a s u r e  of p u r c h a s i n g  po w e r .  GDP  m a y  ris e  a g r e a t 

d e a l  in  a  ye a r ,  no t  b e c a u s e   t h e  e c o n o m y   h a s  b e e n   g r o w i n g   r a p i d l y  b u t 

b e c a u s e  of ri s e  in p r i c e s  (or  infl a t i o n ) . 

 
 
 
 

On  t h e  co n t r a r y ,  GDP  m a y  inc r e a s e  a s  a  r e s u l t  of fall  in  p ri c e s  in  a 

ye a r  b u t  a c t u a l l y  it  m a y  b e  le s s  a s  co m p a r e d   to  t h e  la s t  ye a r .  In  bo t h  5 

c a s e s ,  GDP  do e s  no t  sh o w  t h e  r e a l  s t a t e   of  t h e  e c o n o m y .  To  r e c t i f y  t h e 

u n d e r e s t i m a t i o n   a n d   ov e r e s t i m a t i o n   of  GDP,   we   n e e d   a  m e a s u r e   t h a t 

a d j u s t s  fo r  ri si n g  a n d  falli n g  p r i c e s . 

 

Thi s  c a n   b e  do n e   by  m e a s u r i n g   GDP  a t  co n s t a n t   p ri c e s   w hi c h   is 

c all e d  r e a l  GDP.  To fin d  ou t  t h e  r e a l  GDP,  a b a s e  ye a r  is ch o s e n  w h e n  t h e 
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g e n e r a l  p r i c e  lev e l  is  no r m a l ,  i.e. ,  it  is  n e i t h e r   to o  hi g h  no r  to o  low .  Th e 

 

p ri c e s  a r e  s e t  to 1 0 0  (o r  1) in t h e  b a s e  ye a r . 
 

 

N o w  t h e  g e n e r a l   pr i c e  l e v e l  o f  t h e  y e a r  fo r  w h i c h   r e a l  GD P  i s 

t o   b e   c a l c u l a t e d i s   r e l a t e d t o   t h e b a s e y e a r o n   t h e b a s i s of   t h e 

fo l l o w i n g   f o r m u l a  w h i c h  i s  c a l l e d  t h e  d e f l a t o r  i n d e x : 
 
 
 
 

 
Su p p o s e  1 9 9 0 - 9 1  is  t h e  b a s e  ye a r  a n d  GDP  fo r  1 9 9 9 - 2 0 0 0  is  Rs.  6, 

 

0 0 , 0 0 0  cr o r e s  a n d  t h e  p ri c e  in d e x  fo r  t hi s  ye a r  is 3 0 0 . 
 

 

Th u s ,  Re a l  GDP  fo r  1 9 9 9 - 2 0 0 0  =  Rs.  6,  0 0 , 0 0 0  x 1 0 0 / 3 0 0   =  Rs.  2, 
 

0 0 , 0 0 0  cr o r e s 
 

 

(E )  GD P  D e f l a t o r : 
 

GDP  d e fl a t o r   is  a n  in d e x   of  p ri c e   c h a n g e s   of  go o d s   a n d   s e r v i c e s 

in cl u d e d   in  GDP.  It  is  a  p r i c e  in d e x  w hi c h   is  c a l c u l a t e d   by  divi di n g   t h e 

no m i n a l   GDP  in  a  giv e n   ye a r   by  t h e   r e a l   GDP  for  t h e   sa m e   ye a r   a n d 

m u l t i p l y i n g  it by 1 0 0 .  Th u s , 
 
 
 
 
 
 
 
 

 
It s h o w s t h a t a t co n s t a n t p r i c e s (1 9 9 3 - 9 4) , GDP in 1 9 9 7 - 9 8 

in c r e a s e d   by  1 3 5 . 9 %  d u e  to  infl a t i o n  (o r  ri s e  in  p ri c e s )  fro m  Rs.  1 0 4 9 . 2 

t h o u s a n d  c r o r e s  in 1 9 9 3 - 9 4  to Rs.  1 4 2 6 . 7  t h o u s a n d  cr o r e s  in 1 9 9 7 - 9 8 . 
 

 

(F )  Gr o s s  N a t i o n a l  Pr o d u c t  (G N P ) : 
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GN P is  t h e to t a l m e a s u r e of  t h e flow   of  go o d s a n d s e r v i c e s a t 
 

m a r k e t val u e r e s u l t i n g fro m c u r r e n t p r o d u c t i o n d u r i n g a ye a r in a 

co u n t r y ,  inc l u d i n g  n e t  inc o m e  fro m  a b r o a d . 

 

G N P  i n c l u d e s   f o u r  ty p e s  of  fi n a l  g o o d s  a n d  s e r v i c e s : 
 

 

(1)  Co n s u m e r s ’  go o d s  a n d  s e r v i c e s  to  sa t i s f y  t h e  im m e d i a t e   w a n t s 

of t h e  p e o p l e ; 

 

(2) Gr o s s  p r i v a t e  do m e s t i c  inv e s t m e n t  in c a p i t a l  go o d s  co n s i s t i n g  of 

fixe d    c a p i t a l    fo r m a t i o n ,    r e s i d e n t i a l    co n s t r u c t i o n    a n d    inv e n t o r i e s    of 

fini s h e d  a n d  u n fi n i s h e d  go o d s ; 

 

(3) Goo d s  a n d  se r v i c e s  p r o d u c e d  by t h e  gov e r n m e n t ;  a n d 
 

 

(4)  N e t  ex p o r t s  of  go o d s  a n d  s e r v i c e s ,  i.e .,  t h e  diffe r e n c e   b e t w e e n 

val u e  of ex p o r t s  a n d  im p o r t s  of go o d s  a n d  se r v i c e s ,  k n o w n  a s  n e t  inc o m e 

fro m  a b r o a d . 

 

In  t hi s  co n c e p t   of  GN P ,  t h e r e   a r e   c e r t a i n   fa c t o r s   t h a t   h a v e   to  b e 

t a k e n   int o  co n s i d e r a t i o n :   Fi r s t ,  GN P  is  t h e  m e a s u r e   of  m o n e y ,  in  wh i c h 

all kin d s  of go o d s  a n d  s e r v i c e s  p r o d u c e d  in a co u n t r y  d u r i n g  on e  ye a r  a r e 

m e a s u r e d  in t e r m s  of m o n e y  a t  c u r r e n t  p ri c e s  a n d  t h e n  a d d e d  to g e t h e r . 

 

Bu t  in  t hi s  m a n n e r ,   d u e  to  a n  inc r e a s e   or  d e c r e a s e   in  t h e  p r i c e s , 

t h e  GN P  s h o w s  a ri s e  or  d e c l i n e ,  w hi c h  m a y  no t  b e  r e a l .  To g u a r d  a g a i n s t 

e r r i n g  on  t hi s  a c c o u n t ,  a  p a r t i c u l a r  ye a r  (s a y  for  in s t a n c e  1 9 9 0 - 9 1 )  wh e n 

p ri c e s   b e  no r m a l ,  is  t a k e n   a s  t h e  b a s e   ye a r  a n d  t h e  GN P  is  a d j u s t e d   in 

a c c o r d a n c e   wi t h  t h e  in d e x  n u m b e r   fo r  t h a t   ye a r .  Thi s  will  b e  kn o w n   a s 

GN P  a t  1 9 9 0 - 9 1  p ri c e s  or  a t  co n s t a n t  p ri c e s . 

 

Se c o n d ,   in  e s t i m a t i n g   GN P   of  t h e   e c o n o m y ,   t h e   m a r k e t   p ri c e   of 

only   t h e   fin a l   p r o d u c t s    s h o u l d    b e   t a k e n    in t o   a c c o u n t .    M a n y   of   t h e 
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p r o d u c t s p a s s t h r o u g h a  n u m b e r of  st a g e s b e f o r e t h e y   a r e ul ti m a t e l y 

 

p u r c h a s e d  by co n s u m e r s . 
 

 

If  t h o s e   p r o d u c t s    w e r e   co u n t e d    a t   ev e r y   st a g e ,   t h e y   wo u l d   b e 

in cl u d e d   m a n y   a  ti m e   in  t h e   n a t i o n a l   p r o d u c t .   Co n s e q u e n t l y ,   t h e   GN P 

wo u l d  inc r e a s e   to o  m u c h .  To  av oi d  do u b l e  co u n t i n g ,   t h e r e f o r e ,   only  t h e 

fin a l   p r o d u c t s    a n d   no t   t h e   in t e r m e d i a r y    go o d s   s h o u l d   b e   t a k e n   in t o 

a c c o u n t . 

 
 
 
 

Thi r d ,  go o d s  a n d  s e r v i c e s  r e n d e r e d   fr e e  of c h a r g e  a r e  no t  in cl u d e d 

in  t h e  GN P ,  b e c a u s e   it  is  no t  po s s i b l e  to  h a v e  a  co r r e c t  e s t i m a t e   of t h e i r 

m a r k e t   p ri c e .   Fo r   ex a m p l e ,   t h e   b ri n g i n g   u p   of  a  c hil d   by  t h e   m o t h e r , 

im p a r t i n g  ins t r u c t i o n s  to  hi s  so n  by  a  t e a c h e r ,  r e c i t a l s  to  hi s  fri e n d s  by  a 

m u s i c i a n ,  e t c . 

 

Fo u r t h ,   t h e   t r a n s a c t i o n s   w hi c h   do  no t   a r i s e   fro m   t h e   p r o d u c e   of 

cu r r e n t  ye a r  o r  wh i c h  do  no t  co n t r i b u t e  in a n y  w a y  to  p r o d u c t i o n  a r e  no t 

in cl u d e d  in  t h e  GN P .  Th e  s al e  a n d  p u r c h a s e   of  ol d  go o d s ,  a n d  of  s h a r e s , 

bo n d s  a n d  a s s e t s  of exi s t i n g  co m p a n i e s  a r e  no t  in cl u d e d  in  GN P  b e c a u s e 

t h e s e   do  no t  m a k e   a n y  a d d i t i o n   to  t h e  n a t i o n a l   p r o d u c t ,   a n d  t h e  go o d s 

a r e  si m p l y  t r a n s f e r r e d . 

 

Fift h ,     t h e     p a y m e n t s      r e c e i v e d      u n d e r      so c i a l     se c u r i t y ,     e. g . , 

u n e m p l o y m e n t   in s u r a n c e   all o w a n c e ,   ol d   a g e   p e n s i o n ,   a n d   int e r e s t   on 

p u b l i c  loa n s  a r e  al s o  no t  in cl u d e d  in  GN P ,  b e c a u s e   t h e  r e c i p i e n t s  do  no t 

p r o v i d e   a n y  s e r v i c e   in  lie u  of  t h e m .   Bu t  t h e   d e p r e c i a t i o n   of  m a c h i n e s , 

pl a n t s  a n d  ot h e r  c a p i t a l  go o d s  is no t  d e d u c t e d  fro m  GN P . 

 

Six t h ,  t h e  p r o f i t s  e a r n e d   or  los s e s  in c u r r e d   on  a c c o u n t   of  c h a n g e s 

in   c a p i t a l   a s s e t s   a s   a   r e s u l t   of  flu c t u a t i o n s   in   m a r k e t   p r i c e s   a r e   no t 
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in cl u d e d  in  t h e  GN P  if t h e y  a r e  no t  r e s p o n s i b l e  for  cu r r e n t  p r o d u c t i o n  o r 

 

ec o n o m i c  a c t i vi t y . 
 

 

Fo r  ex a m p l e ,  if t h e  p ri c e  of a ho u s e  or  a pi e c e  of la n d  inc r e a s e s  d u e 

to  infl a t i o n ,  t h e  p r o fi t  e a r n e d   by  s e lli n g  it  will  no t  b e  a  p a r t  of  GN P .  Bu t 

if, d u r i n g  t h e  c u r r e n t  ye a r ,  a  po r t i o n  of a  ho u s e  is co n s t r u c t e d   a n e w ,  t h e 

in c r e a s e  in t h e  val u e  of t h e  ho u s e  (af t e r  su b t r a c t i n g  t h e  co s t  of t h e  n e w l y 

co n s t r u c t e d   po r t i o n )  will  b e  in cl u d e d  in  t h e  GN P .  Si m il a r l y ,  va r i a t i o n s  in 

t h e  val u e  of  a s s e t s ,  t h a t  c a n  b e  a s c e r t a i n e d   b ef o r e h a n d   a n d  a r e  in s u r e d 

a g a i n s t  floo d  or  fir e ,  a r e  no t  in cl u d e d  in t h e  GN P . 

 

La s t ,  t h e  inc o m e  e a r n e d  t h r o u g h  ille g a l  a c t i v i t i e s  is no t  inc l u d e d  in 

t h e   GN P .  Alt h o u g h   t h e   go o d s   sol d   in  t h e   bl a c k   m a r k e t   a r e   p r i c e d   a n d 

fulfill  t h e  n e e d s  of  t h e  p e o p l e ,  b u t  a s  t h e y  a r e  no t  u s e f u l  fro m  t h e  so c i a l 

poi n t  of vie w ,  t h e  in c o m e  r e c e i v e d  fro m  t h e i r  sa l e  a n d  p u r c h a s e  is al w a y s 

ex c l u d e d  fro m  t h e  GN P . 

 

Th e r e  a r e  t w o  m a i n  r e a s o n s   for  t hi s .  On e ,  it  is  no t  kn o w n  w h e t h e r 

t h e s e   t hi n g s   w e r e   p r o d u c e d   d u r i n g   t h e   c u r r e n t   ye a r   o r  t h e   p r e c e d i n g 

ye a r s .   Two,  m a n y   of  t h e s e   go o d s   a r e   fo r e i g n   m a d e   a n d   s m u g g l e d   a n d 

h e n c e  no t  incl u d e d  in t h e  GN P . 

 

Th r e e  Ap p r o a c h e s   t o  G N P : 
 

 

Aft e r   h a v i n g   st u d i e d   t h e   fu n d a m e n t a l   co n s t i t u e n t s   of  GN P ,   it  is 

e s s e n t i a l  to kn o w  ho w  it is e s t i m a t e d .  Th r e e  a p p r o a c h e s  a r e  e m p l o y e d  for 

t hi s   p u r p o s e .   On e ,   t h e   inc o m e   m e t h o d   to   GN P ;   t w o ,   t h e   ex p e n d i t u r e 

m e t h o d   to  GN P  a n d  t h r e e ,  t h e  val u e  a d d e d   m e t h o d   to  GN P .  Si n c e  g r o s s 

in c o m e   e q u a l s   g r o s s   ex p e n d i t u r e ,   GN P  e s t i m a t e d   by  all  t h e s e   m e t h o d s 

wo u l d  b e  t h e  s a m e  wi t h  a p p r o p r i a t e  a d j u s t m e n t s . 

 

1 .  In c o m e   M e t h o d  t o  G N P : 
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Th e  inc o m e   m e t h o d to  GN P  co n s i s t s   of  t h e   r e m u n e r a t i o n p a i d   in 
 

t e r m s  of m o n e y  to t h e  fac t o r s  of p r o d u c t i o n  a n n u a l l y  in a co u n t r y . 
 

 

Th u s  G N P  i s  t h e  s u m  t o t a l  o f  t h e  f o l l o w i n g   it e m s : 

(i )  W a g e s   a n d  s a l a r i e s : 

Un d e r    t hi s   h e a d    a r e   in cl u d e d    all   fo r m s   of   w a g e s    a n d   s a l a r i e s 

e a r n e d   t h r o u g h   p r o d u c t i v e   a c t i v i t i e s   by  wo r k e r s   a n d   e n t r e p r e n e u r s .   It 

in cl u d e s  all  s u m s  r e c e i v e d  or  d e p o s i t e d  d u r i n g  a  ye a r  by  w a y  of all  ty p e s 

of  co n t r i b u t i o n s   lik e   ov e r t i m e ,   co m m i s s i o n ,   p r o v i d e n t   fu n d ,   ins u r a n c e , 

e t c . 

 

(i i )  R e n t s : 
 

Tot a l  r e n t  in cl u d e s  t h e  r e n t s  of la n d ,  sh o p ,  ho u s e ,  fac t o r y ,  e t c .  a n d 

t h e    e s t i m a t e d    r e n t s    of   all   s u c h    a s s e t s    a s   a r e    u s e d    by   t h e   ow n e r s 

t h e m s e l v e s . 

 

(i i i )  In t e r e s t : 
 

 

Un d e r  int e r e s t  co m e s  t h e  in c o m e  by w a y  of in t e r e s t  r e c e i v e d  by t h e 

in di vi d u a l   of  a   co u n t r y   fro m   diff e r e n t   so u r c e s .   To   t hi s   is   a d d e d ,   t h e 

e s t i m a t e d    in t e r e s t    on   t h a t   p ri v a t e   c a p i t a l   w hi c h   is   inv e s t e d    a n d   no t 

bo r r o w e d   by  t h e  b u s i n e s s m a n   in  hi s  p e r s o n a l  b u s i n e s s .   Bu t  t h e  in t e r e s t 

r e c e i v e d  on  go v e r n m e n t a l  loa n s  h a s  to  b e  ex c l u d e d ,  b e c a u s e   it  is  a  m e r e 

t r a n s f e r  of n a t i o n a l  in c o m e . 

 

(i v )  Di v i d e n d s : 
 

 

Divi d e n d s  e a r n e d  by t h e  s h a r e h o l d e r s  fro m  co m p a n i e s  a r e  incl u d e d 

in t h e  GN P . 

 

(v )  U n d i s t r i b u t e d   c o r p o r a t e   pr o f i t s : 
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Pr o fi t s  w hi c h  a r e  no t  di s t r i b u t e d   by  co m p a n i e s  a n d  a r e  r e t a i n e d  by 
 

t h e m  a r e  inc l u d e d  in t h e  GN P . 
 

 

(v i )  M i x e d  i n c o m e s : 
 

 

Th e s e   in cl u d e   p r o f i t s   of   u ni n c o r p o r a t e d    b u s i n e s s ,   s elf- e m p l o y e d 

p e r s o n s  a n d  p a r t n e r s h i p s .  Th e y  fo r m  p a r t  of GN P . 

 

(v i i )  Di r e c t  t a x e s : 
 

 

Tax e s levi e d on in di vi d u a l s , co r p o r a t i o n s a n d ot h e r b u s i n e s s e s a r e 

in cl u d e d  in t h e  GN P . 

 

(v i i i )  In d i r e c t  t a x e s : 
 

 

Th e   gov e r n m e n t    levi e s   a   n u m b e r    of   in di r e c t    t a x e s ,   lik e   ex ci s e 

d u t i e s  a n d  s a l e s  t a x . 

 

Th e s e  t a x e s  a r e  incl u d e d   in  t h e  p r i c e  of  co m m o d i t i e s .  Bu t  r e v e n u e 

fro m   t h e s e   go e s   to  t h e   gov e r n m e n t   t r e a s u r y   a n d   no t   to  t h e   fa c t o r s   of 

p r o d u c t i o n .  Th e r e f o r e ,  t h e  inc o m e  d u e  to s u c h  t a x e s  is a d d e d  to t h e  GN P . 

 

(i x )  D e p r e c i a t i o n : 
 

 

Ev e r y  co r p o r a t i o n  m a k e s  allo w a n c e  fo r  ex p e n d i t u r e  on  w e a r i n g  ou t 

a n d  d e p r e c i a t i o n  of m a c h i n e s ,  pl a n t s  a n d  ot h e r  c a p i t a l  e q u i p m e n t .  Si n c e 

t hi s s u m al s o   is  no t a  p a r t of  t h e in c o m e r e c e i v e d by   t h e fa c t o r s of 

p r o d u c t i o n ,  it is, t h e r e f o r e ,  al s o  inc l u d e d  in t h e  GN P . 

 

(x )  N e t  i n c o m e   e a r n e d  fr o m  a b r o a d : 
 

 

Thi s  is  t h e   diff e r e n c e   b e t w e e n   t h e   val u e   of  ex p o r t s   of  go o d s   a n d 

se r v i c e s  a n d  t h e  val u e  of im p o r t s  of go o d s  a n d  s e r v i c e s .  If t hi s  diff e r e n c e 

is po s i t i v e ,  it is a d d e d  to  t h e  GN P  a n d  if it is n e g a t i v e ,  it is d e d u c t e d  fro m 

t h e  GN P . 
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Th u s  GN P  a c c o r d i n g   to  t h e  In c o m e   M e t h o d   =  Wa g e s  a n d  S a l a r i e s 
 

+   Re n t s   +   In t e r e s t   +   Divi d e n d s   +   Un d i s t r i b u t e d   Co r p o r a t e   Pr o fi t s   + 

Mix e d   In c o m e   +   Dir e c t   Tax e s   +   In d i r e c t   Tax e s   +   De p r e c i a t i o n   +   N e t 

In c o m e  fro m  a b r o a d . 

 
 
 
 
2 .  Ex p e n d i t u r e   M e t h o d  t o  G N P : 

 

 

F r o m    t h e    ex p e n d i t u r e    vie w    poi n t ,    GN P    is   t h e    s u m    to t a l    of 

ex p e n d i t u r e  in c u r r e d  on  go o d s  a n d  s e r v i c e s  d u r i n g  on e  ye a r  in a co u n t r y . 

 

It  i n c l u d e s   t h e  f o l l o w i n g   it e m s : 
 

 

(i )  Pr i v a t e  c o n s u m p t i o n   e x p e n d i t u r e : 
 

 

It incl u d e s  all ty p e s  of ex p e n d i t u r e  on  p e r s o n a l  co n s u m p t i o n  by  t h e 

in di vi d u a l s   of  a  co u n t r y .   It  co m p r i s e s   ex p e n s e s   on   d u r a b l e   go o d s   lik e 

w a t c h ,  bi c y c l e ,  r a d i o ,  e t c . ,  ex p e n d i t u r e   on  si n g l e - u s e d  co n s u m e r s ’  go o d s 

lik e  mil k ,  b r e a d ,  g h e e ,  clo t h e s ,  e t c . ,  a s  al s o  t h e  ex p e n d i t u r e   inc u r r e d   on 

se r v i c e s  of all ki n d s  lik e  fe e s  fo r  sc h o o l ,  do c t o r ,  la w y e r  a n d  t r a n s p o r t .  All 

t h e s e  a r e  t a k e n  a s  fin a l  go o d s . 

 

(i i )  Gr o s s  d o m e s t i c   pr i v a t e  i n v e s t m e n t : 
 

 

Un d e r  t hi s  co m e s  t h e  ex p e n d i t u r e  in c u r r e d  by p ri v a t e  e n t e r p r i s e  on 

n e w     inv e s t m e n t     a n d     on    r e p l a c e m e n t     of    ol d    c a p i t a l .     It    in cl u d e s 

ex p e n d i t u r e   on  ho u s e   co n s t r u c t i o n ,   fa c t o r y -  b uil d i n g s ,   a n d   all  ty p e s   of 

m a c h i n e r y ,  pl a n t s  a n d  c a p i t a l  e q u i p m e n t . 

 

In  p a r t i c u l a r ,   t h e  inc r e a s e   or  d e c r e a s e   in  inv e n t o r y  is  a d d e d   to  or 

su b t r a c t e d     fro m    it.    Th e    inv e n t o r y     in cl u d e s     p r o d u c e d     b u t    u n s o l d 

m a n u f a c t u r e d    a n d   s e m i - m a n u f a c t u r e d    go o d s   d u r i n g   t h e   ye a r   a n d   t h e 

st o c k s  of  r a w  m a t e r i a l s ,  w hi c h  h a v e  to  b e  a c c o u n t e d   for  in  GN P .  It  do e s 
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no t t a k e in t o a c c o u n t t h e fin a n c i a l ex c h a n g e of sh a r e s a n d st o c k s 

 

b e c a u s e   t h e i r  sa l e  a n d  p u r c h a s e   is  no t  r e a l  inv e s t m e n t .  Bu t  d e p r e c i a t i o n 

is a d d e d . 

 

(i i i )  N e t  f o r e i g n   i n v e s t m e n t : 
 

 

It  m e a n s   t h e   diff e r e n c e   b e t w e e n   ex p o r t s   a n d   im p o r t s   or   ex p o r t 

su r p l u s .    Ev e r y    co u n t r y    ex p o r t s    to   or   im p o r t s    fro m    c e r t a i n    fo r e i g n 

co u n t r i e s .  Th e  im p o r t e d   go o d s  a r e  no t  p r o d u c e d   wi t h i n  t h e  co u n t r y  a n d 

h e n c e  c a n n o t  b e  inc l u d e d  in n a t i o n a l  inc o m e ,  b u t  t h e  ex p o r t e d  go o d s  a r e 

m a n u f a c t u r e d    wi t h i n   t h e   co u n t r y .   Th e r e f o r e ,    t h e   diff e r e n c e    of   val u e 

b e t w e e n   ex p o r t s   (X)  a n d   im p o r t s   (M),  wh e t h e r   po s i t i v e   or  n e g a t i v e ,   is 

in cl u d e d  in t h e  GN P . 

 
 
 
 
(i v )  Go v e r n m e n t   e x p e n d i t u r e   o n  g o o d s   a n d  s e r v i c e s : 

 

 

Th e  ex p e n d i t u r e  inc u r r e d  by t h e  gov e r n m e n t  on  go o d s  a n d  s e r v i c e s 

is  a  p a r t  of  t h e  GN P .  C e n t r a l ,  st a t e  or  loc a l  gov e r n m e n t s   sp e n d   a  lot  on 

t h e i r   e m p l o y e e s ,   poli c e   a n d   a r m y .   To  r u n   t h e   offic e s ,   t h e   go v e r n m e n t s 

h a v e  al s o  to  sp e n d  on  co n t i n g e n c i e s  wh i c h  in cl u d e  p a p e r ,  p e n ,  p e n c i l  a n d 

va r i o u s  ty p e s  of st a t i o n e r y ,  clo t h ,  fu r n i t u r e ,  c a r s ,  e t c . 

 

It  al s o   incl u d e s   t h e   ex p e n d i t u r e   on   gov e r n m e n t   e n t e r p r i s e s .   Bu t 

ex p e n d i t u r e   on  t r a n s f e r  p a y m e n t s   is  no t  a d d e d ,  b e c a u s e   t h e s e  p a y m e n t s 

a r e   no t  m a d e   in  ex c h a n g e   for  go o d s   a n d   se r v i c e s   p r o d u c e d   d u r i n g   t h e 

cu r r e n t  ye a r . 

 

Th u s      GN P     a c c o r d i n g      to     t h e      Ex p e n d i t u r e      M e t h o d = P r i v a t e 

Co n s u m p t i o n  Ex p e n d i t u r e  (C) +  Gr o s s  Do m e s t i c  P riv a t e  Inv e s t m e n t   (I) + 

N e t  Fo r e i g n  Inv e s t m e n t   (X-M)  +  Gov e r n m e n t   Ex p e n d i t u r e   on  Goo d s  a n d 

Se r v i c e s  (G) =  C +  I +  (X-M) +  G. 
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As al r e a d y  poi n t e d  ou t  a b o v e ,  GN P  e s t i m a t e d  by  ei t h e r  t h e  in c o m e  o r  t h e 

 

ex p e n d i t u r e   m e t h o d   wo u l d  wo r k  ou t  to  b e  t h e  s a m e ,  if all  t h e  it e m s  a r e 

co r r e c t l y  c al c u l a t e d . 

 

3 .  Va l u e  Ad d e d  M e t h o d   t o  G N P : 
 

 

Ano t h e r     m e t h o d     of    m e a s u r i n g     GN P    is    by    val u e    a d d e d .     In 

c al c u l a t i n g  GN P ,  t h e  m o n e y  val u e  of fin a l  go o d s  a n d  se r v i c e s  p r o d u c e d  a t 

cu r r e n t  p ri c e s  d u r i n g  a ye a r  is t a k e n  in t o  a c c o u n t .  Thi s  is on e  of t h e  w a y s 

to   av oi d   do u b l e    co u n t i n g .    Bu t   it   is   diffic u l t   to   di s t i n g u i s h    p r o p e r l y 

b e t w e e n  a fin a l  p r o d u c t  a n d  a n  in t e r m e d i a t e  p r o d u c t . 

 

Fo r    in s t a n c e ,    r a w    m a t e r i a l s ,    se m i- fini s h e d    p r o d u c t s ,    fu e l s    a n d 

se r v i c e s ,  e t c .  a r e  sol d  a s  in p u t s  by on e  in d u s t r y  to t h e  ot h e r .  Th e y  m a y  b e 

fin a l   go o d s   for  on e   in d u s t r y   a n d   int e r m e d i a t e   for  ot h e r s .   So,  to  av oi d 

d u p l i c a t i o n ,   t h e   val u e   of  in t e r m e d i a t e   p r o d u c t s   u s e d   in  m a n u f a c t u r i n g 

fin a l  p r o d u c t s   m u s t  b e  s u b t r a c t e d   fro m  t h e  val u e  of  to t a l  ou t p u t  of  e a c h 

in d u s t r y  in t h e  e c o n o m y . 

 

Th u s ,   t h e   diff e r e n c e   b e t w e e n   t h e   val u e   of  m a t e r i a l   ou t p u t s   a n d 

in p u t s   a t  e a c h   st a g e   of  p r o d u c t i o n   is  c a ll e d  t h e  val u e  a d d e d .   If  all  su c h 

diff e r e n c e s  a r e  a d d e d  u p  for  all in d u s t r i e s  in 

 
 
 
 
 
 
 

t h e  e c o n o m y ,  w e  a r r i v e  a t  t h e  GN P  by  val u e  a d d e d .  GN P  by  val u e 

a d d e d  =  Gr o s s  val u e  a d d e d  +  n e t  in c o m e  fro m  a b r o a d .  Its  c a l c u l a t i o n  is 

sh o w n  in Ta b l e s  1, 2 a n d  3. 

 

Ta b l e  1  is  co n s t r u c t e d   on  t h e  s u p p o s i t i o n  t h a t  t h e  e n t i r e   e c o n o m y 

fo r   p u r p o s e s    of   to t a l   p r o d u c t i o n    co n s i s t s    of   t h r e e    se c t o r s .   Th e y   a r e 

a g r i c u l t u r e ,  m a n u f a c t u r i n g ,  a n d  ot h e r s ,  co n s i s t i n g  of t h e  t e r t i a r y  s e c t o r . 
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Ou t  of t h e  val u e  of to t a l  ou t p u t  of e a c h  s e c t o r  is d e d u c t e d  t h e  val u e 

of  it s  in t e r m e d i a t e   p u r c h a s e s   (or  p ri m a r y   in p u t s )   to  a r r i v e   a t  t h e  val u e 

a d d e d  for  t h e  e n t i r e  e c o n o m y .  Th u s  t h e  val u e  of to t a l  ou t p u t  of t h e  e n t i r e 

ec o n o m y   a s  p e r  Ta bl e  1,  is  Rs.  1 5 5  c r o r e s   a n d  t h e  val u e  of  it s  p ri m a r y 

in p u t s   co m e s   to  Rs.  8 0  c r o r e s .   Th u s  t h e  GDP  by  val u e   a d d e d   is  Rs.  7 5 

cr o r e s  (Rs.  1 5 5  mi n u s  Rs.  8 0  c r o r e s ) . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Th e  to t a l  val u e  a d d e d  e q u a l s  t h e  val u e  of g r o s s  do m e s t i c  p r o d u c t  of 

t h e  e c o n o m y .  Ou t  of t hi s  val u e  a d d e d ,  t h e  m a j o r  po r t i o n  go e s  in t h e  fo r m 

w a g e s  a n d  sa l a r i e s ,  r e n t ,  int e r e s t  a n d  p r o fi t s ,  a  s m a l l  po r t i o n  go e s  to  t h e 

gov e r n m e n t   a s   in d i r e c t   t a x e s   a n d   t h e   r e m a i n i n g   a m o u n t   is  m e a n t   fo r 

d e p r e c i a t i o n .  Thi s  is s h o w n  in Ta bl e  3. 

 

Th u s  w e  fin d  t h a t  t h e  to t a l  g r o s s  val u e  a d d e d  of a n  e c o n o m y  e q u a l s 

t h e  val u e  of it s  g r o s s  do m e s t i c  p r o d u c t .  If d e p r e c i a t i o n  is  d e d u c t e d   fro m 

t h e  g r o s s  val u e  a d d e d ,  w e  h a v e  n e t  val u e  a d d e d   w hi c h  co m e s   to  Rs.  6 7 

cr o r e s  (Rs.  7 5  mi n u s  Rs. 8 c r o r e s ) . 

 

Thi s  is no t h i n g  b u t  n e t  do m e s t i c  p r o d u c t  a t  m a r k e t  p ri c e s .  Ag ai n ,  if 

in di r e c t  t a x e s  (Rs.  7  c r o r e s )  a r e  d e d u c t e d   fro m  t h e  n e t  do m e s t i c  p r o d u c t 

of  Rs.  6 7  cr o r e s ,   we  g e t  Rs.  6 0  cr o r e s   a s  t h e  n e t  val u e  a d d e d   a t  fa c t o r 
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co s t  w hi c h   is  e q u i v a l e n t   to  n e t 

illu s t r a t e d  in Ta bl e  2. 

 

do m e s t i c   p r o d u c t   a t  fac t o r   co s t .  Thi s 
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N e t  val u e   a d d e d   a t  fa c t o r   co s t  is  e q u a l   to  t h e  n e t  do m e s t i c   p r o d u c t   a t 

fa c t o r    co s t ,   a s   giv e n   by   t h e   to t a l   of   it e m s    1   to   4   of   Ta b l e   2   (Rs. 

4 5 + 3 + 4 + 8   c r o r e s = R s .  6 0  cr o r e s ) .  By a d d i n g  in di r e c t  t a x e s  (Rs  7  c r o r e s ) 

a n d  d e p r e c i a t i o n   (Rs  8  cr o r e s ) ,  w e  g e t  g r o s s  val u e  a d d e d   or  GDP  wh i c h 

co m e s  to Rs 7 5  c r o r e s . 

If  w e   a d d   n e t   inc o m e   r e c e i v e d   fro m   a b r o a d   to   t h e   g r o s s   val u e 

a d d e d ,   t hi s  giv e s   -u s ,  g r o s s   n a t i o n a l   in c o m e .   Su p p o s e   n e t  in c o m e   fro m 

a b r o a d   is  Rs.  5  c r o r e s .   Th e n  t h e  g r o s s  n a t i o n a l  inc o m e   is  Rs.  8 0  cr o r e s 

(R s.  7 5  cr o r e s  +  Rs.  5 c r o r e s )  a s  s h o w n  in Ta b l e  3. 
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It’ s  I m p o r t a n c e : 

 

 

Th e   val u e   a d d e d   m e t h o d   fo r  m e a s u r i n g   n a t i o n a l   inc o m e   is  m o r e 

r e a l i s t i c   t h a n   t h e   p r o d u c t   a n d   inc o m e   m e t h o d s   b e c a u s e   it  av oi d s   t h e 

p r o b l e m    of   do u b l e    co u n t i n g    by   ex c l u d i n g    t h e   val u e    of   int e r m e d i a t e 

p r o d u c t s .   Th u s   t hi s  m e t h o d   e s t a b l i s h e s   t h e   im p o r t a n c e   of  in t e r m e d i a t e 

p r o d u c t s    in   t h e   n a t i o n a l   e c o n o m y .   S e c o n d ,   by   st u d y i n g    t h e   n a t i o n a l 

in c o m e    a c c o u n t s    r e l a t i n g    to   val u e    a d d e d ,    t h e    co n t r i b u t i o n    of   e a c h 

p r o d u c t i o n  s e c t o r  to t h e  val u e  of t h e  GN P  c a n  b e  fou n d  ou t . 

 

Fo r  in s t a n c e ,  it c a n  t ell  u s  wh e t h e r  a g r i c u l t u r e  is co n t r i b u t i n g  m o r e 

or   t h e   s h a r e   of  m a n u f a c t u r i n g    is   falli n g ,   or   of  t h e   t e r t i a r y   s e c t o r   is 

in c r e a s i n g   in   t h e   cu r r e n t    ye a r   a s   co m p a r e d    to   so m e   p r e v i o u s   ye a r s . 

Thi r d ,   t hi s   m e t h o d   is   hi g h l y   u s e f u l   b e c a u s e    “it   p r o v i d e s   a   m e a n s   of 

ch e c k i n g   t h e  GN P  e s t i m a t e s   ob t a i n e d   by  s u m m i n g   t h e  va r i o u s   ty p e s   of 

co m m o d i t y  p u r c h a s e s . ” 

 

It’ s  Di f f i c u l t i e s : 
 

 

Ho w e v e r ,  diffic u l t i e s  a r i s e  in  t h e  c al c u l a t i o n  of  val u e  a d d e d   in  t h e 

c a s e  of c e r t a i n  p u b l i c  s e r v i c e s  lik e  poli c e ,  mili t a r y ,  h e a l t h ,  e d u c a t i o n ,  e t c . 

wh i c h   c a n n o t   b e   e s t i m a t e d   a c c u r a t e l y   in  m o n e y   t e r m s .   Si m il a r l y ,   it  is 

diffi c u l t   to   e s t i m a t e   t h e   co n t r i b u t i o n   m a d e   to   val u e   a d d e d   by   p r o fi t s 

e a r n e d  on  ir r i g a t i o n  a n d  po w e r  p r o j e c t s . 

 

(G )  G N P  a t  M a r k e t  Pr i c e s : 
 

 

Wh e n   w e  m u l t i p l y  t h e  to t a l  ou t p u t   p r o d u c e d   in  on e  ye a r   by  t h e i r 

m a r k e t   p ri c e s  p r e v a l e n t   d u r i n g  t h a t  ye a r  in  a  co u n t r y ,  w e  g e t  t h e  Gr o s s 

N a t i o n a l  Pr o d u c t  a t  m a r k e t  p r i c e s .  Th u s  GN P  a t  m a r k e t  p ri c e s  m e a n s  t h e 

g r o s s   val u e   of  fin a l  go o d s   a n d   se r v i c e s   p r o d u c e d   a n n u a l l y  in  a  co u n t r y 

pl u s  n e t  inc o m e  fro m  a b r o a d .  It  inc l u d e s  t h e  g r o s s  val u e  of  ou t p u t  of  all 
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it e m s  fro m  (1) to (4) m e n t i o n e d  u n d e r  GN P .  GN P  a t  M a r k e t  Pri c e s  =  GDP 

 

a t  M a r k e t  Pri c e s  +  N e t  In c o m e  fro m  Abr o a d . 
 

 

( H )  G N P  a t  Fa c t o r  Co s t : 
 

 

GN P  a t  fa c t o r   co s t   is  t h e   s u m   of  t h e   m o n e y   val u e   of  t h e   inc o m e 

p r o d u c e d  by a n d  a c c r u i n g  to t h e  va r i o u s  fac t o r s  of p r o d u c t i o n  in on e  ye a r 

in  a co u n t r y .  It in cl u d e s  all  it e m s  m e n t i o n e d  a b o v e  u n d e r  inc o m e  m e t h o d 

to GN P  le s s  in di r e c t  t a x e s . 

 

GN P  a t  m a r k e t   p r i c e s  al w a y s  in cl u d e s   in di r e c t   t a x e s  levi e d  by  t h e 

gov e r n m e n t   on  go o d s  w hi c h  r a i s e  t h e i r  p r i c e s .  Bu t  GN P  a t  fa c t o r  co s t  is 

t h e   in c o m e   w h i c h   t h e   fa c t o r s   of  p r o d u c t i o n   r e c e i v e   in  r e t u r n   fo r  t h e i r 

se r v i c e s  al o n e .  It is t h e  co s t  of p r o d u c t i o n . 

 

Th u s   GN P   a t  m a r k e t   p r i c e s   is  al w a y s   hi g h e r   t h a n   GN P   a t  fa c t o r 

co s t .   Th e r e f o r e ,   in   or d e r   to   a r r i v e   a t   GN P   a t   fa c t o r   co s t ,   w e   d e d u c t 

in di r e c t   t a x e s   fro m  GN P  a t  m a r k e t   p ri c e s .   Ag ai n ,  it  oft e n   h a p p e n s   t h a t 

t h e  co s t  of  p r o d u c t i o n   of  a  co m m o d i t y  to  t h e  p r o d u c e r   is  hi g h e r   t h a n   a 

p ri c e  of a si m il a r  co m m o d i t y  in t h e  m a r k e t . 

 

In   or d e r    to   p r o t e c t    s u c h   p r o d u c e r s ,    t h e   gov e r n m e n t    h e l p s   t h e m    by 

g r a n t i n g   m o n e t a r y   h el p  in  t h e  for m  of  a  s u b s i d y  e q u a l  to  t h e  diff e r e n c e 

b e t w e e n   t h e  m a r k e t   p r i c e  a n d  t h e  co s t  of  p r o d u c t i o n   of  t h e  co m m o d i t y . 

As  a  r e s u l t ,  t h e  p r i c e  of  t h e  co m m o d i t y  to  t h e  p r o d u c e r   is  r e d u c e d   a n d 

e q u a l s  t h e  m a r k e t  p ri c e  of si m il a r  co m m o d i t y . 

 

Fo r  ex a m p l e  if t h e  m a r k e t  p r i c e  of  ri c e  is  Rs.  3  p e r  kg  b u t  it  co s t s 

t h e  p r o d u c e r s   in  c e r t a i n  a r e a s  Rs.  3. 5 0 .  Th e  gov e r n m e n t   giv e s  a  s u b s i d y 

of 5 0  p a i s a  p e r  kg  to  t h e m  in or d e r  to  m e e t  t h e i r  co s t  of p r o d u c t i o n .  Th u s 

in  or d e r   to  a r r i v e  a t  GN P  a t  fa c t o r   co s t ,  s u b s i d i e s   a r e  a d d e d   to  GN P  a t 

m a r k e t  p r i c e s . 
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GN P  a t  F a c t o r Co s t   =   GN P  a t  M a r k e t Pri c e s   –  In d i r e c t Tax e s   + 
 

Su b s i d i e s . 
 
 
 
 
 
 
 

(I )  N e t  N a t i o n a l  Pr o d u c t  ( N N P ) : 
 

 

N N P  inc l u d e s   t h e  val u e  of  to t a l  ou t p u t   of  co n s u m p t i o n   go o d s   a n d 

inv e s t m e n t    go o d s .   Bu t   t h e   p r o c e s s    of   p r o d u c t i o n    u s e s   u p   a   c e r t a i n 

a m o u n t    of   fixe d   c a p i t a l .   So m e   fixe d   e q u i p m e n t    w e a r s    ou t ,   it s   ot h e r 

co m p o n e n t s   a r e   d a m a g e d   or   d e s t r o y e d ,   a n d   still   ot h e r s   a r e   r e n d e r e d 

ob s o l e t e  t h r o u g h  t e c h n o l o g i c a l  c h a n g e s . 

 

All  t hi s   p r o c e s s    is   t e r m e d    d e p r e c i a t i o n    or   c a p i t a l   co n s u m p t i o n 

all o w a n c e .  In  or d e r  to  a r r i v e  a t  N N P ,  w e  d e d u c t  d e p r e c i a t i o n  fro m  GN P . 

Th e  wo r d  ‘ne t’  r e f e r s   to  t h e  ex c l u s i o n  of  t h a t  p a r t  of  to t a l  ou t p u t   w hi c h 

r e p r e s e n t s  d e p r e c i a t i o n .  So N N P  =  GN P—D e p r e c i a t i o n . 

 

(J)  N N P  a t  M a r k e t  Pr i c e s : 
 

 

N e t   N a t i o n a l   Pr o d u c t   a t   m a r k e t   p ri c e s   is  t h e   n e t   val u e   of  fin a l 

go o d s  a n d  s e r v i c e s  ev a l u a t e d   a t  m a r k e t  p ri c e s  in  t h e  co u r s e  of  on e  ye a r 

in  a  co u n t r y .  If  w e  d e d u c t   d e p r e c i a t i o n   fro m  GN P  a t  m a r k e t   p r i c e s ,  w e 

g e t  N N P  a t  m a r k e t   p ri c e s .   So  N N P  a t  M a r k e t   Pri c e s   =  GN P  a t  M a r k e t 

Pri c e s — D e p r e c i a t i o n . 

 

(K )  N N P  a t  Fa c t o r  Co s t : 
 

 

N e t  N a t i o n a l  Pr o d u c t   a t  fa c t o r   co s t  is  t h e  n e t  ou t p u t   ev a l u a t e d   a t 

fa c t o r  p r i c e s .  It in cl u d e s  inc o m e  e a r n e d  by  fa c t o r s  of p r o d u c t i o n  t h r o u g h 

p a r t i c i p a t i o n  in t h e  p r o d u c t i o n  p r o c e s s  s u c h  a s  w a g e s  a n d  s a l a r i e s ,  r e n t s , 

p r o f i t s ,  e t c .  It  is  al s o  c all e d  N a t i o n a l  In c o m e .  Thi s  m e a s u r e   diff e r s  fro m 
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N N P  a t  m a r k e t   p ri c e s   in  t h a t  in d i r e c t   t a x e s  a r e  d e d u c t e d   a n d  s u b s i d i e s 

 

a r e  a d d e d   to  N N P  a t  m a r k e t   p r i c e s   in  or d e r   to  a r r i v e  a t  N N P  a t  fa c t o r 

co s t .  Th u s 

 

N N P   a t   F a c t o r   Co s t   =   N N P   a t   M a r k e t   Pri c e s   –  In d i r e c t   t a x e s + 

Su b s i d i e s 

 

=    GN P    a t    M a r k e t    P ri c e s    –   De p r e c i a t i o n    –   In d i r e c t    t a x e s    + 

Su b s i d i e s . 

 

=  N a t i o n a l  In c o m e . 
 

 

No r m a l l y ,  N N P  a t  m a r k e t  p ri c e s  is  hi g h e r  t h a n  N N P  a t  fa c t o r  co s t 

b e c a u s e   in di r e c t   t a x e s   ex c e e d   go v e r n m e n t   s u b s i d i e s .   Ho w e v e r ,   N N P  a t 

m a r k e t   p ri c e s   c a n   b e   le s s   t h a n   N N P   a t   fa c t o r   co s t   w h e n   gov e r n m e n t 

su b s i d i e s  ex c e e d  in d i r e c t  t a x e s . 

 

(L )  D o m e s t i c   In c o m e : 
 

 

In c o m e   g e n e r a t e d   (or  e a r n e d )   by  fa c t o r s   of  p r o d u c t i o n   wi t h i n  t h e 

co u n t r y   fro m   it s  ow n   r e s o u r c e s   is  c all e d   do m e s t i c   inc o m e   or  do m e s t i c 

p r o d u c t . 

 

D o m e s t i c   i n c o m e   i n c l u d e s : 
 

 

(i)  W a g e s   a n d   s a l a r i e s ,   (ii)  r e n t s ,   inc l u d i n g   im p u t e d   ho u s e   r e n t s , 

(iii)  in t e r e s t ,  (iv)  divi d e n d s ,  (v)  u n d i s t r i b u t e d   co r p o r a t e   p r o f i t s ,  inc l u d i n g 

su r p l u s e s  of p u b l i c  u n d e r t a k i n g s ,  (vi) mix e d  in c o m e s  co n s i s t i n g  of p r o f i t s 

of  u n i n c o r p o r a t e d   fir m s ,  se lf-  e m p l o y e d   p e r s o n s ,   p a r t n e r s h i p s ,   e t c . ,  a n d 

(vii) di r e c t  t a x e s . 

 

Si n c e    do m e s t i c    in c o m e    do e s    no t    in cl u d e    inc o m e    e a r n e d    fro m 

a b r o a d ,  it c a n  al s o  b e  s h o w n  a s :  Do m e s t i c  In c o m e  =  N a t i o n a l  In c o m e - N e t 

in c o m e    e a r n e d    fro m   a b r o a d .    Th u s   t h e    diff e r e n c e    b e t w e e n    do m e s t i c 
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in c o m e   f a n d  n a t i o n a l  in c o m e   is  t h e  n e t  inc o m e   e a r n e d   fro m  a b r o a d .   If 

 

w e   a d d   n e t   in c o m e   fro m   a b r o a d   to  do m e s t i c   inc o m e ,   w e   g e t   n a t i o n a l 

in c o m e ,  i.e.,  N a t i o n a l  In c o m e   =  Do m e s t i c  In c o m e   +  N e t  inc o m e   e a r n e d 

fro m  a b r o a d . 

 

Bu t  t h e  n e t  n a t i o n a l  in c o m e  e a r n e d  fro m  a b r o a d  m a y  b e  po s i t i v e  or 

n e g a t i v e .   If  ex p o r t s   ex c e e d   im p o r t ,   n e t   inc o m e   e a r n e d   fro m   a b r o a d   is 

po si t i v e .  In  t hi s  c a s e ,  n a t i o n a l  inc o m e   is  g r e a t e r   t h a n   do m e s t i c   inc o m e . 

On   t h e   ot h e r   h a n d ,   wh e n   im p o r t s   ex c e e d   ex p o r t s ,   n e t   inc o m e   e a r n e d 

fro m   a b r o a d   is  n e g a t i v e   a n d   do m e s t i c   inc o m e   is  g r e a t e r   t h a n   n a t i o n a l 

in c o m e . 

 

( M )  Pr i v a t e  In c o m e : 
 

 

Pri v a t e   inc o m e   is  inc o m e   ob t a i n e d   by  p r i v a t e   in di vi d u a l s  fro m  a n y 

so u r c e ,      p r o d u c t i v e      or     ot h e r w i s e ,      a n d     t h e     r e t a i n e d      inc o m e      of 

co r p o r a t i o n s .   It  c a n   b e  a r r i v e d   a t  fro m   N N P   a t  F a c t o r   Co s t  by  m a k i n g 

ce r t a i n  a d d i t i o n s  a n d  d e d u c t i o n s . 

 

Th e    a d d i t i o n s     incl u d e     t r a n s f e r     p a y m e n t s     s u c h     a s    p e n s i o n s , 

u n e m p l o y m e n t   all o w a n c e s ,   sic k n e s s   a n d   ot h e r   so c i a l   s e c u r i t y   b e n e f i t s , 

gif t s  a n d  r e m i t t a n c e s   fro m  a b r o a d ,  wi n d f a l l  g a i n s  fro m  lot t e r i e s   or  fro m 

ho r s e  r a c i n g ,  a n d  in t e r e s t  on  p u b l i c  d e b t .  Th e  d e d u c t i o n s  inc l u d e  in c o m e 

fro m     go v e r n m e n t     d e p a r t m e n t s     a s    w el l    a s    su r p l u s e s     fro m     p u b l i c 

u n d e r t a k i n g s ,   a n d   e m p l o y e e s ’   co n t r i b u t i o n   to   so ci a l   s e c u r i t y   sc h e m e s 

lik e  p r o v i d e n t  fu n d s ,  life in s u r a n c e ,  e t c . 

 

Th u s  Pri v a t e  In c o m e  =  N a t i o n a l  In c o m e  (or  N N P  a t  F a c t o r  Co s t )  + 

Tr a n s f e r  P a y m e n t s  +  In t e r e s t  on  Pu b l i c  De b t  — So c i a l  Se c u r i t y  — Pr o fi t s 

a n d  S u r p l u s e s  of P u b l i c  Un d e r t a k i n g s . 

 

( N )  P e r s o n a l  In c o m e : 
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Pe r s o n a l  inc o m e  is t h e  to t a l  inc o m e  r e c e i v e d  by t h e  in di vi d u a l s  of a 
 

co u n t r y   fro m   all  so u r c e s   b e f o r e   p a y m e n t   of  di r e c t   t a x e s   in  on e   ye a r . 

Pe r s o n a l   in c o m e   is   n e v e r   e q u a l   to   t h e   n a t i o n a l   inc o m e ,   b e c a u s e    t h e 

fo r m e r   in cl u d e s   t h e  t r a n s f e r   p a y m e n t s   w h e r e a s   t h e y  a r e  no t  incl u d e d   in 

n a t i o n a l  inc o m e . 

 

Pe r s o n a l   in c o m e    is   d e r i v e d   fro m   n a t i o n a l   inc o m e    by   d e d u c t i n g 

u n d i s t r i b u t e d       co r p o r a t e       p r o fi t s ,      p r o f i t      t a x e s ,      a n d      e m p l o y e e s ’ 

co n t r i b u t i o n s   to  so c i a l   s e c u r i t y   sc h e m e s .   Th e s e   t h r e e   co m p o n e n t s   a r e 

ex c l u d e d  fro m  n a t i o n a l  inc o m e  b e c a u s e  t h e y  do  r e a c h  in d ivi d u a l s . 

 

Bu t   b u s i n e s s    a n d    gov e r n m e n t    t r a n s f e r    p a y m e n t s ,    a n d    t r a n s f e r 

p a y m e n t s   fro m   a b r o a d   in   t h e   fo r m   of  gif t s   a n d   r e m i t t a n c e s ,   wi n d f a l l 

g a i n s ,   a n d   in t e r e s t   on   p u b l i c   d e b t   wh i c h   a r e   a   so u r c e   of  inc o m e   fo r 

in di vi d u a l s    a r e    a d d e d    to   n a t i o n a l    inc o m e .    Th u s    P e r s o n a l    In c o m e    = 

N a t i o n a l  In c o m e  – Un d i s t r i b u t e d  Co r p o r a t e  Pr o fi t s  – Pr ofi t  Tax e s  – So c i a l 

Se c u r i t y  Co n t r i b u t i o n  +  Tr a n s f e r  Pa y m e n t s  +  In t e r e s t  on  Pu b l i c  De b t . 

 

Pe r s o n a l  inc o m e   diff e r s  fro m  p ri v a t e   in c o m e   in  t h a t  it  is  le s s  t h a n 

t h e  la t t e r  b e c a u s e  it ex c l u d e s  u n d i s t r i b u t e d  co r p o r a t e  p r o fi t s . 

 

Th u s    Pe r s o n a l    In c o m e    =    P riv a t e    In c o m e    –   U n d i s t r i b u t e d    Co r p o r a t e 
 

Pr o fi t s  – Pr o fi t  Tax e s . 
 

 

(O )  Di s p o s a b l e   In c o m e : 
 

 

Dis p o s a b l e  in c o m e  or  p e r s o n a l  di s p o s a b l e  inc o m e  m e a n s  t h e  a c t u a l 

in c o m e   wh i c h  c a n  b e  sp e n t   on  co n s u m p t i o n   by  in di vi d u a l s  a n d  fa m i li e s . 

Th e   w h o l e   of   t h e   p e r s o n a l   in c o m e   c a n n o t   b e   sp e n t   on   co n s u m p t i o n , 

b e c a u s e   it  is  t h e  in c o m e   t h a t   a c c r u e s   b e f o r e   di r e c t   t a x e s   h a v e   a c t u a l l y 

b e e n  p ai d .  Th e r e f o r e ,  in  or d e r   to  ob t a i n  di s p o s a b l e   inc o m e ,  di r e c t  t a x e s 
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a r e   d e d u c t e d fro m   p e r s o n a l   in c o m e .   Th u s   Dis p o s a b l e   In c o m e = P e r s o n a l 

 

In c o m e  – Dir e c t  Tax e s . 
 

 

Bu t  t h e   w h o l e   of  di s p o s a b l e   inc o m e   is  no t  sp e n t   on  co n s u m p t i o n 

a n d   a  p a r t   of  it  is  s a v e d .   Th e r e f o r e ,   di s p o s a b l e   inc o m e   is  divi d e d   in t o 

co n s u m p t i o n     ex p e n d i t u r e     a n d    s a vi n g s .    Th u s    Dis p o s a b l e    In c o m e     = 

Co n s u m p t i o n  Ex p e n d i t u r e  +  S a v i n g s . 

 

If  di s p o s a b l e   inc o m e   is  to  b e   d e d u c e d   fro m   n a t i o n a l   in c o m e ,   w e 

d e d u c t   in di r e c t   t a x e s   pl u s   su b s i d i e s ,   di r e c t   t a x e s   on   p e r s o n a l   a n d   on 

b u s i n e s s ,   so c i a l   s e c u r i t y   p a y m e n t s ,   u n d i s t r i b u t e d    co r p o r a t e    p r o fi t s   or 

b u s i n e s s  s a v i n g s  fro m  it a n d  a d d  t r a n s f e r  p a y m e n t s  a n d  n e t  inc o m e  fro m 

a b r o a d  to it. 

 

Th u s   Dis p o s a b l e   In c o m e   =   N a t i o n a l   In c o m e – Bu si n e s s   S a v i n g s   – 

In d i r e c t   Tax e s  +  S u b s i d i e s   – Dir e c t  Tax e s  on  P e r s o n s   – Di r e c t  Tax e s  on 

Bu si n e s s  – So c i a l  S e c u r i t y  Pa y m e n t s  +  Tr a n s f e r  P a y m e n t s  +  N e t  In c o m e 

fro m  a b r o a d . 

 

( P )  R e a l  In c o m e : 
 

 

Re a l   inc o m e   is  n a t i o n a l   inc o m e   ex p r e s s e d   in  t e r m s   of  a  g e n e r a l 

lev e l  of  p ri c e s  of  a  p a r t i c u l a r   ye a r  t a k e n  a s  b a s e .  N a t i o n a l  inc o m e  is  t h e 

val u e  of go o d s  a n d  s e r v i c e s  p r o d u c e d   a s  ex p r e s s e d   in  t e r m s  of m o n e y  a t 

cu r r e n t  p r i c e s .  Bu t  it do e s  no t  in di c a t e  t h e  r e a l  st a t e  of t h e  e c o n o m y . 

 

It  is  po s s i b l e   t h a t   t h e   n e t  n a t i o n a l   p r o d u c t   of  go o d s   a n d   s e r v i c e s 

t hi s  ye a r  mi g h t  h a v e  b e e n  le s s  t h a n  t h a t  of t h e  la s t  ye a r ,  b u t  owi n g  to  a n 

in c r e a s e   in  p ri c e s ,  N N P  mi g h t  b e  hi g h e r   t hi s  ye a r .  On  t h e  co n t r a r y ,  it  is 

al s o  po s s i b l e   t h a t   N N P   mi g h t   h a v e   inc r e a s e d   b u t  t h e  p r i c e   lev e l  mi g h t 

h a v e  fall e n ,  a s  a r e s u l t  n a t i o n a l  in c o m e  wo u l d  a p p e a r  to  b e  le s s  t h a n  t h a t 

of  t h e   la s t   ye a r .   In  bo t h   t h e   si t u a t i o n s ,   t h e   n a t i o n a l   in c o m e   do e s   no t 
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d e p i c t   t h e   r e a l   st a t e   of   t h e   co u n t r y .   To   r e c t i f y   su c h   a   mi s t a k e ,   t h e 

 

co n c e p t  of r e a l  inc o m e  h a s  b e e n  evol v e d . 
 

 

In  or d e r  to  fin d  ou t  t h e  r e a l  inc o m e  of  a  co u n t r y ,  a  p a r t i c u l a r  ye a r 

is t a k e n  a s  t h e  b a s e  ye a r  w h e n  t h e  g e n e r a l  p ri c e  lev e l  is n e i t h e r  to o  hi g h 

no r  to o  low  a n d  t h e  p r i c e  lev e l  for  t h a t  ye a r  is  a s s u m e d   to  b e  1 0 0 .  No w 

t h e   g e n e r a l   lev e l   of   p r i c e s   of   t h e   giv e n   ye a r   for   w hi c h   t h e   n a t i o n a l 

in c o m e   (r e a l )   is  to  b e   d e t e r m i n e d   is  a s s e s s e d   in  a c c o r d a n c e   wi t h   t h e 

p ri c e s of t h e b a s e ye a r . Fo r t hi s p u r p o s e t h e follo wi n g for m u l a is 

e m p l o y e d . 

 

Re a l  N N P  =  N N P  for  t h e  Cu r r e n t   Yea r  x Ba s e  Yea r  In d e x  ( = 1 0 0 )  / 

Cu r r e n t  Yea r  In d e x 

 

Su p p o s e  1 9 9 0 - 9 1  is t h e  b a s e  ye a r  a n d  t h e  n a t i o n a l  in c o m e  fo r  1 9 9 9 - 2 0 0 0 

is  Rs.  2 0 , 0 0 0   c r o r e s   a n d  t h e  in d e x  n u m b e r   fo r  t hi s  ye a r  is  2 5 0 .  H e n c e , 

Re a l  N a t i o n a l   In c o m e   fo r  1 9 9 9 - 2 0 0 0   will  b e  =   2 0 0 0 0   x  1 0 0 / 2 5 0   =   Rs. 

8 0 0 0  c r o r e s .  Thi s  is al s o  kn o w n  a s  n a t i o n a l  in c o m e  a t  co n s t a n t  p ri c e s . 
 

 

(Q )  P e r  Ca p i t a  In c o m e : 
 

Th e  av e r a g e   inc o m e  of t h e  p e o p l e  of a  co u n t r y  in  a  p a r t i c u l a r  ye a r 

is  c a ll e d  Pe r  Ca p i t a  In c o m e  fo r  t h a t  ye a r .  Thi s  co n c e p t  al s o  r e f e r s  to  t h e 

m e a s u r e m e n t   of  inc o m e   a t   c u r r e n t   p r i c e s   a n d   a t   co n s t a n t   p ri c e s .   Fo r 

in s t a n c e ,  in  o r d e r  to  fin d  ou t  t h e  p e r  c a p i t a  in c o m e  fo r  2 0 0 1 ,  a t  cu r r e n t 

p ri c e s ,  t h e  n a t i o n a l  inc o m e   of  a  co u n t r y   is  divi d e d   by  t h e  po p u l a t i o n   of 

t h e  co u n t r y  in t h a t  ye a r . 
 
 
 
 
 
 

Si m il a r l y , fo r t h e p u r p o s e of a r r i v i n g a t t h e Re a l Pe r Ca p i t a 
 

In c o m e ,  t hi s  ve r y  fo r m u l a  is u s e d . 
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Thi s   co n c e p t    e n a b l e s    u s   to   kn o w   t h e   av e r a g e    inc o m e    a n d   t h e 

st a n d a r d   of  livi n g   of  t h e   p e o p l e .   Bu t  it  is  no t  ve r y  r e li a b l e ,   b e c a u s e   in 

ev e r y   co u n t r y   d u e   to  u n e q u a l   di s t r i b u t i o n   of  n a t i o n a l   in c o m e ,   a  m a j o r 

po r t i o n   of  it  go e s  to  t h e  ri c h e r   se c t i o n s   of  t h e  so c i e t y  a n d  t h u s   inc o m e 

r e c e i v e d  by t h e  co m m o n  m a n  is low e r  t h a n  t h e  p e r  c a p i t a  in c o m e . 
 

 

3 .  M e t h o d s   o f  M e a s u r i n g   N a t i o n a l  In c o m e : 
 

 

Th e r e    a r e    fou r   m e t h o d s    of   m e a s u r i n g    n a t i o n a l    inc o m e .    Whi c h 

m e t h o d  is to  b e  u s e d  d e p e n d s  on  t h e  av a il a b i l i t y  of d a t a  in  a  co u n t r y  a n d 

t h e  p u r p o s e  in h a n d . 

 

( 1 )  Pr o d u c t  M e t h o d : 
 

 

Acc o r d i n g    to   t hi s   m e t h o d ,    t h e    to t a l    val u e    of   fin a l   go o d s    a n d 

se r v i c e s   p r o d u c e d   in  a  co u n t r y   d u r i n g   a  ye a r   is  c a l c u l a t e d   a t   m a r k e t 

p ri c e s .  To  fin d  ou t  t h e  GN P ,  t h e  d a t a  of all  p r o d u c t i v e  a c t i v i t i e s ,  su c h  a s 

a g r i c u l t u r a l    p r o d u c t s ,    wo o d   r e c e i v e d    fro m   for e s t s ,   mi n e r a l s    r e c e i v e d 

fro m   mi n e s ,   co m m o d i t i e s   p r o d u c e d   by  in d u s t r i e s ,   t h e   co n t r i b u t i o n s   to 

p r o d u c t i o n   m a d e   by   t r a n s p o r t ,   co m m u n i c a t i o n s ,   in s u r a n c e   co m p a n i e s , 

la w y e r s ,   do c t o r s ,   t e a c h e r s ,   e t c .   a r e   coll e c t e d   a n d   a s s e s s e d   a t   m a r k e t 

p ri c e s .    Onl y    t h e    fin a l    go o d s    a n d    s e r v i c e s     a r e    in cl u d e d     a n d    t h e 

in t e r m e d i a r y  go o d s  a n d  se r v i c e s  a r e  lef t  ou t . 

 

( 2 )  In c o m e   M e t h o d : 
 

 

Acc o r d i n g  to  t hi s  m e t h o d ,  t h e  n e t  inc o m e  p a y m e n t s  r e c e i v e d  by  all 

ci ti z e n s  of  a  co u n t r y  in  a  p a r t i c u l a r   ye a r  a r e  a d d e d   u p ,  i.e .,  n e t  inc o m e s 

t h a t  a c c r u e   to  all  fa c t o r s   of  p r o d u c t i o n   by  w a y  of  n e t  r e n t s ,  n e t  w a g e s , 

n e t  in t e r e s t   a n d  n e t  p r o fi t s  a r e  all  a d d e d   to g e t h e r   b u t  in c o m e s   r e c e i v e d 

in   t h e   for m    of   t r a n s f e r    p a y m e n t s    a r e    no t   inc l u d e d    in   it.   Th e   d a t a 
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p e r t a i n i n g   to  inc o m e   a r e   ob t a i n e d fro m   diff e r e n t so u r c e s ,   for  in s t a n c e , 

 

fro m   in c o m e t a x   d e p a r t m e n t in  r e s p e c t of  hi g h   in c o m e g r o u p s a n d   in 

c a s e  of wo r k e r s  fro m  t h e i r  w a g e  bill s . 

 

( 3 )  Ex p e n d i t u r e   M e t h o d : 
 

 

Acc o r d i n g   to  t hi s   m e t h o d ,   t h e   to t a l   ex p e n d i t u r e   inc u r r e d   by  t h e 

so c i e t y   in   a   p a r t i c u l a r   ye a r   is   a d d e d   to g e t h e r    a n d   inc l u d e s   p e r s o n a l 

co n s u m p t i o n      ex p e n d i t u r e ,      n e t      do m e s t i c      inv e s t m e n t ,      gov e r n m e n t 

ex p e n d i t u r e    on   go o d s   a n d   s e r v i c e s ,   a n d   n e t   for e i g n   inv e s t m e n t .   Thi s 

co n c e p t  is  b a s e d  on  t h e  a s s u m p t i o n  t h a t  n a t i o n a l  inc o m e  e q u a l s  n a t i o n a l 

ex p e n d i t u r e . 

 

( 4 )  Va l u e  Ad d e d  M e t h o d : 
 

 

Ano t h e r   m e t h o d   of  m e a s u r i n g   n a t i o n a l   inc o m e   is  t h e  val u e   a d d e d 

by  in d u s t r i e s .  Th e  diff e r e n c e   b e t w e e n   t h e  val u e  of  m a t e r i a l  ou t p u t s   a n d 

in p u t s    a t   e a c h    s t a g e    of   p r o d u c t i o n    is   t h e   val u e    a d d e d .    If   all   s u c h 

diff e r e n c e s   a r e  a d d e d   u p  for  all  in d u s t r i e s   in  t h e  e c o n o m y ,  w e  a r r i v e  a t 

t h e  g r o s s  do m e s t i c  p r o d u c t . 

 

4 .  Di f f i c u l t i e s   or  Li m i t a t i o n s   i n  M e a s u r i n g   N a t i o n a l  In c o m e : 
 

 

Th e r e   a r e   m a n y   co n c e p t u a l   a n d   st a t i s t i c a l   p r o b l e m s   inv olv e d   in 

m e a s u r i n g   n a t i o n a l  inc o m e   by  t h e  in c o m e   m e t h o d ,  p r o d u c t   m e t h o d ,  a n d 

ex p e n d i t u r e  m e t h o d . 

 

(A )  Pr o b l e m s   i n  In c o m e   M e t h o d : 
 

 

Th e f o l l o w i n g pr o b l e m s ar i s e i n t h e c o m p u t a t i o n o f N a t i o n a l 
 

In c o m e   by  i n c o m e   m e t h o d : 
 

 

1 .  Ow n e r - o c c u p i e d   H o u s e s : 
 
 
 
 

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE, Page 42 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M                                                       Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e : 1 6 C M U 6 0 4 A U N I T  – I S e m e s t e r :  VI 
Ye a r :  2 0 1 6 - 1 9  B a t c h 

A p e r s o n  w h o  r e n t s  a  ho u s e  to  a n o t h e r   e a r n s  r e n t a l  inc o m e ,  b u t  if 
 

h e  oc c u p i e s   t h e  ho u s e   hi m s e l f ,  will  t h e  se r v i c e s   of  t h e  ho u s e - ow n e r   b e 

in cl u d e d   in  n a t i o n a l   inc o m e .   Th e  s e r v i c e s   of  t h e  ow n e r - oc c u p i e d   ho u s e 

a r e   in cl u d e d   in  n a t i o n a l   in c o m e   a s   if  t h e   ow n e r   s ell s   to   hi m s e l f   a s   a 

t e n a n t  it s  se r v i c e s . 

 

Fo r    t h e    p u r p o s e    of   n a t i o n a l    inc o m e    a c c o u n t s ,    t h e    a m o u n t    of 

im p u t e d    r e n t   is   e s t i m a t e d    a s   t h e   s u m   for   w hi c h   t h e   ow n e r - oc c u p i e d 

ho u s e  co u l d  h a v e  b e e n  r e n t e d .  Th e  im p u t e d  n e t  r e n t  is c al c u l a t e d  a s  t h a t 

po r t i o n  of t h e  a m o u n t  t h a t  wo u l d  h a v e  a c c r u e d   to  t h e  ho u s e - ow n e r  aft e r 

d e d u c t i n g  all ex p e n s e s . 

 

2 .  S e l f - e m p l o y e d   P e r s o n s : 
 

 

Ano t h e r  p r o b l e m  a r i s e s  wit h  r e g a r d  to  t h e  inc o m e  of se lf- e m p l o y e d 

p e r s o n s .   In  t h e i r  c a s e ,  it  is  ve r y  diffic u l t  to  fin d  ou t  t h e  diff e r e n t   in p u t s 

p r o v i d e d   by  t h e   ow n e r   hi m s e l f .   H e   mi g h t   b e   co n t r i b u t i n g   hi s   c a p i t a l , 

la n d ,   la b o u r   a n d   hi s  a b ili t i e s   in  t h e   b u s i n e s s .   Bu t   it  is  no t   po s s i b l e   to 

e s t i m a t e  t h e  val u e  of e a c h  fa c t o r  in p u t  to  p r o d u c t i o n .  So  h e  g e t s  a  mix e d 

in c o m e    co n s i s t i n g    of   in t e r e s t ,    r e n t ,    w a g e    a n d    p r o fi t s   for   hi s   fac t o r 

se r v i c e s .  Thi s  is inc l u d e d  in n a t i o n a l  inc o m e . 

 
 
 
 
3 .  Go o d s  m e a n t  fo r  S e l f - c o n s u m p t i o n : 

 

 

In   u n d e r - d e v e l o p e d    co u n t r i e s    lik e   In d i a ,   fa r m e r s    k e e p    a   la r g e 

po r t i o n    of   foo d    a n d    ot h e r    go o d s    p r o d u c e d    on    t h e    fa r m    for    s elf- 

co n s u m p t i o n .  Th e  p r o b l e m   is  wh e t h e r   t h a t  p a r t  of  t h e  p r o d u c e   w hi c h  is 

no t  sol d  in  t h e  m a r k e t   c a n  b e  inc l u d e d   in  n a t i o n a l  inc o m e   or  no t .  If  t h e 

fa r m e r  w e r e  to  s ell  hi s  e n t i r e  p r o d u c e  in  t h e  m a r k e t ,  h e  will  h a v e  to  b u y 

wh a t  h e  n e e d s  fo r  s elf- co n s u m p t i o n   ou t  of  hi s  m o n e y  inc o m e .  If,  in s t e a d 
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h e   ke e p s   so m e   p r o d u c e   fo r   hi s   s elf- co n s u m p t i o n ,   it  h a s   m o n e y   val u e 

 

wh i c h  m u s t  b e  inc l u d e d  in n a t i o n a l  in c o m e . 
 

 

4 .  W a g e s   a n d  S a l a r i e s   p a i d  i n  Ki n d : 
 

 

Ano t h e r   p r o b l e m   a r i s e s   wi t h  r e g a r d   to  w a g e s   a n d  sa l a r i e s   p a i d  in 

ki n d  to  t h e  e m p l o y e e s   in  t h e  for m  of  fr e e  foo d ,  lo d g i n g ,  d r e s s  a n d  ot h e r 

a m e n i t i e s .    P a y m e n t s    in   kin d   by   e m p l o y e r s    a r e    incl u d e d    in   n a t i o n a l 

in c o m e .    Thi s   is   b e c a u s e    t h e   e m p l o y e e s    wo u l d   h a v e   r e c e i v e d    m o n e y 

in c o m e   e q u a l  to  t h e  val u e  of  fr e e  foo d ,  lod g i n g ,  e t c .  fro m  t h e  e m p l o y e r 

a n d  sp e n t  t h e  s a m e  in p a y i n g  fo r  foo d ,  lod g i n g ,  e t c . 

 

( B )  Pr o b l e m s   i n  Pr o d u c t  M e t h o d : 
 

 

Th e f o l l o w i n g pr o b l e m s ar i s e i n t h e c o m p u t a t i o n o f n a t i o n a l 

i n c o m e   by  pr o d u c t  m e t h o d : 

 

1 .  S e r v i c e s   o f  H o u s e w i v e s : 
 

 

Th e   e s t i m a t i o n    of   t h e   u n p a i d   s e r v i c e s   of   t h e   ho u s e w i f e   in   t h e 

n a t i o n a l   in c o m e   p r e s e n t s    a   s e r i o u s   diffic u l t y .   A  ho u s e w i f e   r e n d e r s    a 

n u m b e r   of  u s e f u l   s e r v i c e s   lik e  p r e p a r a t i o n   of  m e a l s ,   s e r v i n g ,   t a il o r i n g , 

m e n d i n g ,  w a s h i n g ,  cl e a n i n g ,  b ri n g i n g  u p  c hil d r e n ,  e t c . 

 

Sh e  is  no t  p a i d  fo r  t h e m   a n d  h e r  s e r v i c e s   a r e  no t  in cl u d i n g   in  n a t i o n a l 

in c o m e .    S u c h    se r v i c e s    p e r f o r m e d    by   p a i d    se r v a n t s    a r e    inc l u d e d    in 

n a t i o n a l   inc o m e .   Th e   n a t i o n a l   inc o m e   is,  t h e r e f o r e ,   u n d e r e s t i m a t e d   by 

ex c l u d i n g  t h e  s e r v i c e s  of a ho u s e w i f e . 

 

Th e  r e a s o n  fo r  t h e  ex cl u s i o n  of h e r  s e r v i c e s  fro m  n a t i o n a l  in c o m e  is 

t h a t   t h e   lov e  a n d   aff e c t i o n   of  a  ho u s e w i f e   in  p e r f o r m i n g   h e r   do m e s t i c 

wo r k   c a n n o t   b e   m e a s u r e d    in   m o n e t a r y   t e r m s .   Th a t   is  w h y   w h e n   t h e 

ow n e r  of a  fir m  m a r r i e s  hi s  la d y  s e c r e t a r y ,  h e r  s e r v i c e s  a r e  no t  in cl u d e d 
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in n a t i o n a l  in c o m e  w h e n  s h e  st o p s  wo r k i n g  a s  a s e c r e t a r y  a n d  b e c o m e s  a 

 

ho u s e w i f e . 
 

 

Wh e n   a   t e a c h e r   t e a c h e s   hi s   ow n   c hil d r e n ,   hi s   wo r k   is  al s o   no t 

in cl u d e d   in  n a t i o n a l  inc o m e .  Si m il a r l y ,  t h e r e  a r e  a  n u m b e r   of  go o d s  a n d 

se r v i c e s  wh i c h  a r e  diffic u l t  to  b e  a s s e s s e d  in  m o n e y  t e r m s  fo r  t h e  r e a s o n 

st a t e d  a b o v e ,  s u c h  a s  p a i n t i n g ,  si n g i n g ,  d a n c i n g ,  e t c .  a s  ho b b i e s . 

 

2 .  In t e r m e d i a t e   a n d  Fi n a l  Go o d s : 
 

 

Th e   g r e a t e s t   diffic u l t y   in  e s t i m a t i n g   n a t i o n a l   in c o m e   by  p r o d u c t 

m e t h o d   is  t h e  fail u r e   to  di s t i n g u i s h   p r o p e r l y   b e t w e e n   int e r m e d i a t e   a n d 

fin a l  go o d s .  Th e r e  is  al w a y s  t h e  po s s i b i l i t y  of inc l u d i n g  a  go o d  or  s e r v i c e 

m o r e  t h a n  on c e ,  wh e r e a s  only  fin a l  go o d s  a r e  inc l u d e d  in n a t i o n a l  inc o m e 

e s t i m a t e s .   Thi s  le a d s   to  t h e  p r o b l e m   of  do u b l e   co u n t i n g   wh i c h   le a d s   to 

t h e  ov e r e s t i m a t i o n  of n a t i o n a l  in c o m e . 

 

3 .  S e c o n d - h a n d  G o o d s  a n d  As s e t s : 
 

 

Ano t h e r   p r o b l e m   a r i s e s   wit h   r e g a r d   to  t h e   sa l e   a n d   p u r c h a s e   of 

se c o n d - h a n d   go o d s   a n d   a s s e t s .   W e  fin d  t h a t   ol d  sc o o t e r s ,   c a r s ,  ho u s e s , 

m a c h i n e r y ,   e t c .   a r e   t r a n s a c t e d   d a i ly   in  t h e   co u n t r y .   Bu t   t h e y   a r e   no t 

in cl u d e d   in  n a t i o n a l   in c o m e   b e c a u s e   t h e y  w e r e   co u n t e d   in  t h e  n a t i o n a l 

p r o d u c t  in t h e  ye a r  t h e y  w e r e  m a n u f a c t u r e d . 

 

If  t h e y  a r e  in cl u d e d   ev e r y  ti m e  t h e y  a r e  bo u g h t   a n d  sol d ,  n a t i o n a l 

in c o m e   wo u l d  in c r e a s e   m a n y  ti m e s .  Si m il a r l y ,  t h e  s al e  a n d  p u r c h a s e   of 

old  st o c k s ,  s h a r e s ,   a n d  bo n d s  of  co m p a n i e s   a r e  no t  in cl u d e d   in  n a t i o n a l 

in c o m e    b e c a u s e    t h e y    w e r e    in cl u d e d    in   n a t i o n a l    inc o m e    w h e n    t h e 

co m p a n i e s  w e r e  st a r t e d   for  t h e  fir s t  ti m e .  No w  t h e y  a r e  si m p l y  fin a n c i a l 

t r a n s a c t i o n s  a n d  r e p r e s e n t  cl a i m s . 
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Bu t t h e co m m i s s i o n or fe e s c h a r g e d by t h e b r o k e r s in t h e 
 

r e p u r c h a s e  a n d  r e s a l e  of ol d  sh a r e s ,  bo n d s ,  ho u s e s ,  c a r s  or  sc o o t e r s ,  e t c . 

a r e  inc l u d e d  in n a t i o n a l  in c o m e .  Fo r  t h e s e  a r e  t h e  p a y m e n t s  t h e y  r e c e i v e 

fo r  t h e i r  p r o d u c t i v e  se r v i c e s  d u r i n g  t h e  ye a r . 

 

4 .  Il l e g a l  Ac t i v i t i e s : 
 

 

In c o m e   e a r n e d   t h r o u g h   ille g a l  a c t i v i t i e s  lik e  g a m b l i n g ,  s m u g g l i n g , 

illici t  ex t r a c t i o n   of  wi n e ,   e t c .   is  no t   in cl u d e d   in  n a t i o n a l   inc o m e .   S u c h 

a c t i v i t i e s  h a v e  val u e  a n d  sa t i s f y  t h e  w a n t s  of t h e  p e o p l e  b u t  t h e y  a r e  no t 

co n s i d e r e d   p r o d u c t i v e  fro m  t h e  poi n t  of vie w  of so ci e t y .  Bu t  in  co u n t r i e s 

lik e   N e p a l   a n d   Mo n a c o   wh e r e   g a m b l i n g   is  le g a l i s e d ,   it  is  inc l u d e d   in 

n a t i o n a l  in c o m e .  Si m i l a r l y ,  ho r s e - r a c i n g  is a le g a l  a c t i vi t y  in E n g l a n d  a n d 

is in cl u d e d  in n a t i o n a l  in c o m e . 

 

5 .  Co n s u m e r s ’  S e r v i c e : 
 

 

Th e r e   a r e   a  n u m b e r   of  p e r s o n s   in  so c i e t y  w h o  r e n d e r   se r v i c e s   to 

co n s u m e r s    b u t   t h e y   do   no t   p r o d u c e    a n y t h i n g   t a n g i b l e .   Th e y   a r e   t h e 

a c t o r s ,  d a n c e r s ,   do c t o r s ,  si n g e r s ,   t e a c h e r s ,   m u s i c i a n s ,  la w y e r s ,  b a r b e r s , 

e t c .  Th e  p r o b l e m   a r i s e s   a b o u t  t h e  inc l u s i o n  of  t h e i r  s e r v i c e s   in  n a t i o n a l 

in c o m e   si n c e   t h e y   do   no t   p r o d u c e   t a n g i b l e   co m m o d i t i e s .   Bu t   a s   t h e y 

sa t i s f y   h u m a n    w a n t s    a n d    r e c e i v e    p a y m e n t s    fo r   t h e i r    s e r v i c e s ,    t h e i r 

se r v i c e s  a r e  in cl u d e d  a s  fin a l  go o d s  in e s t i m a t i n g  n a t i o n a l  in c o m e . 

 

6 .  Ca p i t a l  Ga i n s : 
 

 

Th e  p r o b l e m  al s o  a r i s e s  wi t h  r e g a r d   to  c a p i t a l  g a i n s .  C a p i t a l  g a i n s 

a r i s e  wh e n  a  c a p i t a l  a s s e t  su c h  a s  a  ho u s e ,  so m e  ot h e r  p r o p e r t y ,  st o c k s 

or  s h a r e s ,  e t c .  is  sol d  a t  hi g h e r   p ri c e  t h a n  w a s  p ai d  fo r  it  a t  t h e  ti m e  of 

p u r c h a s e .  C a p i t a l  g a i n s  a r e  ex c l u d e d  fro m  n a t i o n a l  in c o m e  b e c a u s e  t h e s e 
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do  no t  a r i s e  fro m  cu r r e n t  e c o n o m i c  a c t i vi t i e s .  Si m i l a r l y ,  c a p i t a l  los s e s  a r e 

 

no t  t a k e n  int o  a c c o u n t  w hil e  e s t i m a t i n g  n a t i o n a l  in c o m e . 
 

 

7 .  In v e n t o r y  Ch a n g e s : 
 

 

All  inv e n t o r y   c h a n g e s   (o r  c h a n g e s   in  st o c k s )   wh e t h e r   po si t i v e   o r 

n e g a t i v e    a r e   inc l u d e d    in   n a t i o n a l   inc o m e .    Th e   p r o c e d u r e    is   to   t a k e 

ch a n g e s   in  p h y s i c a l   u n i t s   of  inv e n t o r i e s   fo r  t h e  ye a r   val u e d   a t  av e r a g e 

cu r r e n t  p r i c e s  p a i d  for  t h e m . 

 

Th e   val u e   of  c h a n g e s   in  inv e n t o r i e s   m a y   b e   po s i t i v e   or  n e g a t i v e 

wh i c h   is  a d d e d   or  s u b t r a c t e d   fro m   t h e   c u r r e n t   p r o d u c t i o n   of  t h e   fir m . 

Re m e m b e r ,   it  is  t h e  c h a n g e   in  inv e n t o r i e s   a n d  no t  to t a l  inv e n t o r i e s   for 

t h e  ye a r  t h a t  a r e  t a k e n  in t o  a c c o u n t  in n a t i o n a l  inc o m e  e s t i m a t e s . 

 

8 .  D e p r e c i a t i o n : 
 

 

De p r e c i a t i o n  is d e d u c t e d  fro m  GN P  in or d e r  to  a r r i v e  a t  N N P .  Th u s 

d e p r e c i a t i o n  low e r s  t h e  n a t i o n a l  inc o m e .  Bu t  t h e  p r o b l e m  is of e s t i m a t i n g 

t h e  c u r r e n t   d e p r e c i a t e d   val u e  of,  s a y ,  a  m a c h i n e ,  wh o s e  ex p e c t e d   life  is 

su p p o s e d  to b e  t hi r t y  ye a r s .  Fi r m s  c a l c u l a t e  t h e  d e p r e c i a t i o n  val u e  on  t h e 

ori g i n a l  co s t  of  m a c h i n e s   for  t h e i r  ex p e c t e d   life.  Thi s  do e s  no t  solv e  t h e 

p r o b l e m  b e c a u s e  t h e  p r i c e s  of m a c h i n e s  c h a n g e  al m o s t  ev e r y  ye a r . 

 

9 .  Pr i c e  Ch a n g e s : 
 

 

N a t i o n a l   inc o m e   by  p r o d u c t   m e t h o d   is  m e a s u r e d   by  t h e   val u e   of 

fin a l   go o d s   a n d   s e r v i c e s   a t   c u r r e n t   m a r k e t   p r i c e s .   Bu t   p ri c e s   do   no t 

r e m a i n   st a b l e .  Th e y  ri s e  or  fall.  Wh e n  t h e  p r i c e  lev e l  ri s e s ,  t h e  n a t i o n a l 

in c o m e  al s o  ri s e s ,  t h o u g h  t h e  n a t i o n a l  p r o d u c t i o n  mi g h t  h a v e  fall e n . 

 

On  t h e  co n t r a r y ,  wi t h  t h e  fall in t h e  p r i c e  lev e l ,  t h e  n a t i o n a l  inc o m e 

al s o  fall s ,  t h o u g h  t h e  n a t i o n a l  p r o d u c t i o n  mi g h t  h a v e  in c r e a s e d .  So  p ri c e 

ch a n g e s    do   no t   a d e q u a t e l y    m e a s u r e    n a t i o n a l    in c o m e .    To   solv e   t hi s 
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p r o b l e m , e c o n o m i s t s c a l c u l a t e t h e r e a l n a t i o n a l in c o m e a t   a  co n s t a n t 

 

p ri c e  lev e l  by t h e  co n s u m e r  p r i c e  in d e x . 
 

 

(C )  Pr o b l e m s   i n  Ex p e n d i t u r e   M e t h o d : 
 

 

Th e   f o l l o w i n g   pr o b l e m s    ar i s e   i n   t h e   c a l c u l a t i o n   o f  n a t i o n a l 

i n c o m e   by  e x p e n d i t u r e   m e t h o d : 

 

( 1 )  Go v e r n m e n t   S e r v i c e s : 
 

 

In    c al c u l a t i n g     n a t i o n a l    in c o m e     by,    ex p e n d i t u r e     m e t h o d ,     t h e 

p r o b l e m  of  e s t i m a t i n g   gov e r n m e n t   se r v i c e s  a r i s e s .  Gov e r n m e n t   p r o v i d e s 

a n u m b e r  of s e r v i c e s ,  s u c h  a s  poli c e  a n d  mili t a r y  s e r v i c e s ,  a d m i n i s t r a t i v e 

a n d    le g a l    s e r v i c e s .    S h o u l d    ex p e n d i t u r e    on   go v e r n m e n t    s e r v i c e s    b e 

in cl u d e d  in n a t i o n a l  in c o m e ? 

 

If t h e y  a r e  fin a l  go o d s ,  t h e n  onl y  t h e y  wo u l d  b e  incl u d e d  in n a t i o n a l 

in c o m e .  On  t h e  ot h e r  h a n d ,  if t h e y  a r e  us e d  a s  int e r m e d i a t e  go o d s ,  m e a n t 

fo r  fu r t h e r   p r o d u c t i o n ,   t h e y   wo u l d   no t  b e  incl u d e d   in  n a t i o n a l   inc o m e . 

Th e r e  a r e  m a n y  div e r g e n t  vie w s  on  t hi s  is s u e . 

 

On e    vie w    is   t h a t    if   poli c e ,    mili t a r y ,    le g a l    a n d    a d m i n i s t r a t i v e 

se r v i c e s   p r o t e c t   t h e   live s ,  p r o p e r t y   a n d   lib e r t y   of  t h e   p e o p l e ,   t h e y   a r e 

t r e a t e d   a s  fin a l  go o d s   a n d   h e n c e   fo r m   p a r t   of  n a t i o n a l   in c o m e .   If  t h e y 

h e l p  in  t h e  s m o o t h  fu n c t i o n i n g  of  t h e  p r o d u c t i o n  p r o c e s s  by  m a i n t a i n i n g 

p e a c e   a n d   s e c u r i t y ,   t h e n   t h e y   a r e   lik e  in t e r m e d i a t e   go o d s   t h a t   do  no t 

e n t e r  int o  n a t i o n a l  in c o m e . 

 

In r e a l i t y ,  it is no t  po s s i b l e  to  m a k e  a cl e a r  d e m a r c a t i o n  a s  to w hi c h 

se r v i c e   p r o t e c t s   t h e  p e o p l e   a n d   wh i c h   p r o t e c t s   t h e  p r o d u c t i v e   p r o c e s s . 

Th e r e f o r e ,  all s u c h  s e r v i c e s  a r e  r e g a r d e d   a s  fin a l  go o d s  a n d  a r e  incl u d e d 

in n a t i o n a l  in c o m e . 
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( 2 )  Tr a n s f e r  P a y m e n t s : 

 

 

Th e r e  a r i s e s  t h e  p r o b l e m  of in cl u d i n g  t r a n s f e r  p a y m e n t s  in n a t i o n a l 

in c o m e .     Gov e r n m e n t     m a k e s     p a y m e n t s     in    t h e     fo r m     of    p e n s i o n s , 

u n e m p l o y m e n t  all o w a n c e ,  su b s i d i e s ,  in t e r e s t  on  n a t i o n a l  d e b t ,  e t c .  Th e s e 

a r e   go v e r n m e n t    ex p e n d i t u r e s    b u t   t h e y   a r e   no t   incl u d e d    in   n a t i o n a l 

in c o m e  b e c a u s e  t h e y  a r e  p a i d  wi t h o u t  a d d i n g  a n y t h i n g  to  t h e  p r o d u c t i o n 

p r o c e s s  d u r i n g  t h e  c u r r e n t  ye a r . 

 

Fo r  in s t a n c e ,   p e n s i o n s   a n d   u n e m p l o y m e n t   allo w a n c e s   a r e   p a i d  to 

in di vi d u a l s  by  t h e  gov e r n m e n t   wi t h o u t  doi n g  a n y  p r o d u c t i v e  wo r k  d u r i n g 

t h e  ye a r .  Su b s i d i e s   t e n d   to  low e r   t h e  m a r k e t   p ri c e   of  t h e  co m m o d i t i e s . 

In t e r e s t  on  n a t i o n a l  o r  p u b l i c  d e b t  is  al s o  co n s i d e r e d   a  t r a n s f e r  p a y m e n t 

b e c a u s e   it  is  p a i d   by  t h e   gov e r n m e n t   to  in d i vi d u a l s   a n d   fir m s   on  t h e i r 

p a s t  s a v i n g s  wi t h o u t  a n y  p r o d u c t i v e  wo r k . 

 

( 3 )  D u r a b l e - u s e  Co n s u m e r s ’  Go o d s : 
 

 

Du r a b l e - u s e  co n s u m e r s ’  go o d s  al s o  po s e  a  p r o b l e m .  S u c h  d u r a b l e - 

u s e   co n s u m e r s ’   go o d s   a s  sc o o t e r s ,   c a r s ,   fa n s ,  TVs,  fu r n i t u r e ’ s ,   e t c .  a r e 

bo u g h t  in  on e  ye a r  b u t  t h e y  a r e  u s e d  fo r  a  n u m b e r   of ye a r s .  S h o u l d  t h e y 

b e  in cl u d e d  u n d e r  inv e s t m e n t  ex p e n d i t u r e  o r  co n s u m p t i o n  ex p e n d i t u r e  in 

n a t i o n a l  in c o m e  e s t i m a t e s ?  Th e  ex p e n d i t u r e   on  t h e m  is r e g a r d e d   a s  fin a l 

co n s u m p t i o n  ex p e n d i t u r e  b e c a u s e  it is no t  po s s i b l e  to m e a s u r e  t h e i r  u s e d 

u p  val u e  fo r  t h e  s u b s e q u e n t  ye a r s . 

 

Bu t   t h e r e   is  on e   ex c e p t i o n .   Th e   ex p e n d i t u r e   on   a  n e w   ho u s e   is 

r e g a r d e d   a s  inv e s t m e n t   ex p e n d i t u r e   a n d   no t   co n s u m p t i o n   ex p e n d i t u r e . 

Thi s  is  b e c a u s e   t h e  r e n t a l  inc o m e   or  t h e  im p u t e d   r e n t  w hi c h  t h e  ho u s e - 

ow n e r    g e t s    is   for   m a k i n g    inv e s t m e n t    on   t h e    n e w    ho u s e .    H o w e v e r , 

ex p e n d i t u r e   on  a  c a r  by  a  ho u s e h o l d   is  co n s u m p t i o n   ex p e n d i t u r e .   Bu t  if 

h e  s p e n d s  t h e  a m o u n t  for  u si n g  it a s  a t a x i,  it is inv e s t m e n t  ex p e n d i t u r e . 
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( 4 )  P u b l i c  Ex p e n d i t u r e : 

 

 

Gov e r n m e n t   sp e n d s   on   poli c e ,   mili t a r y ,   a d m i n i s t r a t i v e   a n d   le g a l 

se r v i c e s ,   p a r k s ,   s t r e e t   lig h t i n g ,   ir ri g a t i o n ,   m u s e u m s ,   e d u c a t i o n ,   p u b l i c 

h e a l t h ,   ro a d s ,   c a n a l s ,   b u il d i n g s ,   e t c .   Th e   p r o b l e m   is  to  fin d   ou t   w h i c h 

ex p e n d i t u r e      is     co n s u m p t i o n      ex p e n d i t u r e      a n d      w h i c h      inv e s t m e n t 

ex p e n d i t u r e  is. 

 

Ex p e n s e s    on   e d u c a t i o n ,    m u s e u m s ,    p u b l i c   h e a l t h ,   poli c e ,   p a r k s , 

st r e e t     lig h t i n g ,     civil    a n d     ju di c i a l    a d m i n i s t r a t i o n     a r e     co n s u m p t i o n 

ex p e n d i t u r e .   Ex p e n s e s   on  ro a d s ,   c a n a l s ,   b u il d i n g s ,   e t c .   a r e   inv e s t m e n t 

ex p e n d i t u r e .     Bu t    ex p e n s e s     on    d e f e n c e     e q u i p m e n t     a r e    t r e a t e d     a s 

co n s u m p t i o n   ex p e n d i t u r e   b e c a u s e   t h e y   a r e   co n s u m e d   d u r i n g   a  w a r   a s 

t h e y   a r e   d e s t r o y e d    o r   b e c o m e    ob s o l e t e .   Ho w e v e r ,   all   s u c h   ex p e n s e s 

in cl u d i n g    t h e    s a l a r i e s    of   a r m e d    p e r s o n n e l    a r e    in cl u d e d    in   n a t i o n a l 

in c o m e . 

 

5 .  I m p o r t a n c e   of  N a t i o n a l  In c o m e   An a l y s i s : 
 

 

Th e  n a t i o n a l  i n c o m e   d a t a  h a v e  t h e  f o l l o w i n g   i m p o r t a n c e : 
 

1 .  F o r  t h e  E c o n o m y : 
 

 

N a t i o n a l  in c o m e  d a t a  a r e  of g r e a t  im p o r t a n c e   for  t h e  e c o n o m y  of a 

co u n t r y .  Th e s e  d a y s  t h e  n a t i o n a l  inc o m e   d a t a  a r e  r e g a r d e d   a s  a c c o u n t s 

of  t h e  e c o n o m y ,  wh i c h  a r e  kn o w n  a s  so c i a l  a c c o u n t s .  Th e s e  r e f e r  to  n e t 

n a t i o n a l   in c o m e   a n d   n e t   n a t i o n a l   ex p e n d i t u r e ,   wh i c h   ul ti m a t e l y   e q u a l 

e a c h  ot h e r . 

 

So c i a l  a c c o u n t s   t e ll  u s  ho w   t h e   a g g r e g a t e s   of  a  n a t i o n ’ s   in c o m e , 

ou t p u t    a n d    p r o d u c t    r e s u l t    fro m   t h e   inc o m e    of   diff e r e n t    in di vi d u a l s , 

p r o d u c t s  of in d u s t r i e s  a n d  t r a n s a c t i o n s  of int e r n a t i o n a l  t r a d e .  Th e i r  m a i n 
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co n s t i t u e n t s  a r e  int e r - r e l a t e d  a n d  e a c h  p a r t i c u l a r  a c c o u n t  c a n  b e  us e d  to 

 

ve r i fy  t h e  co r r e c t n e s s  of a n y  ot h e r  a c c o u n t . 
 

 

2 .  N a t i o n a l  P o l i c i e s : 
 

 

N a t i o n a l   in c o m e   d a t a   for m   t h e   b a s i s   of  n a t i o n a l   poli c i e s   su c h   a s 

e m p l o y m e n t    poli c y ,    b e c a u s e    t h e s e    fig u r e s    e n a b l e    us    to    k n o w    t h e 

di r e c t i o n   in  w hi c h   t h e   in d u s t r i a l   ou t p u t ,   inv e s t m e n t   a n d   s a vi n g s ,   e t c . 

ch a n g e ,   a n d   p r o p e r   m e a s u r e s   c a n  b e  a d o p t e d   to  b r i n g   t h e  e c o n o m y   to 

t h e  ri g h t  p a t h . 

 

3 .  E c o n o m i c   Pl a n n i n g : 
 

 

In   t h e   p r e s e n t    a g e   of   pl a n n i n g ,   t h e   n a t i o n a l   d a t a   a r e   of   g r e a t 

im p o r t a n c e .     Fo r    e c o n o m i c    pl a n n i n g ,    it    is    e s s e n t i a l    t h a t    t h e    d a t a 

p e r t a i n i n g   to  a  co u n t r y ’ s  g r o s s  in c o m e ,  ou t p u t ,  sa vi n g  a n d  co n s u m p t i o n 

fro m  diff e r e n t  so u r c e s  s h o u l d  b e  av a i l a b l e .  Wit h o u t  t h e s e ,  pl a n n i n g  is no t 

po s s i b l e . 

 

4 .  E c o n o m i c   M o d e l s : 
 

 

Th e  e c o n o m i s t s   p r o p o u n d   sh o r t - r u n   a s  w el l  a s  lon g - r u n   e c o n o m i c 

m o d e l s  or  lo n g - r u n  inv e s t m e n t   m o d e l s  in  w hi c h  t h e  n a t i o n a l  inc o m e  d a t a 

a r e  ve r y  wi d e l y  u s e d . 

 

5 .  R e s e a r c h : 
 

 

Th e   n a t i o n a l   in c o m e   d a t a   a r e   al s o   m a d e   u s e   of  by  t h e   r e s e a r c h 

sc h o l a r s  of e c o n o m i c s .  Th e y  m a k e  us e  of t h e  va r i o u s  d a t a  of t h e  co u n t r y ’ s 

in p u t ,   ou t p u t ,   inc o m e ,   sa vi n g ,   co n s u m p t i o n ,   inv e s t m e n t ,    e m p l o y m e n t , 

e t c . ,  w hi c h  a r e  ob t a i n e d  fro m  so c i a l  a c c o u n t s . 

6 .  P e r  Ca p i t a  In c o m e : 
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N a t i o n a l inc o m e d a t a a r e si g n i fi c a n t for   a   co u n t r y ’ s p e r c a p i t a 
 

in c o m e   w hi c h   r e fl e c t s   t h e  e c o n o m i c   w elf a r e   of  t h e  co u n t r y .   Th e  hi g h e r 

t h e  p e r  c a p i t a  inc o m e ,  t h e  hi g h e r  t h e  ec o n o m i c  w e lf a r e  of t h e  co u n t r y . 

7 .  Di s t r i b u t i o n   o f  In c o m e : 
 

N a t i o n a l  in c o m e  st a t i s t i c s  e n a b l e  u s  to  kn o w  a b o u t  t h e  di s t r i b u t i o n 

of   inc o m e   in   t h e   co u n t r y .   F r o m   t h e   d a t a   p e r t a i n i n g    to   w a g e s ,   r e n t , 

in t e r e s t  a n d  p r o fi t s ,  w e  le a r n  of t h e  di s p a r i t i e s  in t h e  inc o m e s  of diff e r e n t 

se c t i o n s   of  t h e  so c i e t y .  Si m i l a r l y ,  t h e  r e g i o n a l   di s t r i b u t i o n   of  in c o m e   is 

r e v e a l e d . 

 

It  is  onl y   on   t h e   b a s i s   of  t h e s e   t h a t   t h e   go v e r n m e n t   c a n   a d o p t 

m e a s u r e s  to  r e m o v e  t h e  in e q u a l i t i e s  in inc o m e  di s t r i b u t i o n  a n d  to  r e s t o r e 

r e g i o n a l    e q u i l i b r i u m .    Wit h    a   vie w    to   r e m o v i n g    t h e s e    p e r s o n a l    a n d 

r e g i o n a l  di s e q u i b r i a ,  t h e  d e c i s i o n s  to  levy  m o r e  t a x e s  a n d  inc r e a s e  p u b l i c 

ex p e n d i t u r e  al s o  r e s t  on  n a t i o n a l  inc o m e  st a t i s t i c s . 

 

Ec o n o m i c   D e v e l o p m e n t   of  O c c u p a t i o n a l   S t r u c t u r e : 
 

Ec o n o m i c   d e v e l o p m e n t   c r e a t e s   va r i o u s   ty p e s   of  oc c u p a t i o n s   in  a n 

ec o n o m y .   All  t h e s e   va r i o u s   oc c u p a t i o n s   c a n   b e   b r o a d l y   cl a s s i f i e d   in t o 

t h r e e    c a t e g o r i e s ,    viz.,   p ri m a r y ,    s e c o n d a r y    a n d   t e r t i a r y .   Th e   p r i m a r y 

oc c u p a t i o n s   in cl u d e  all  t h o s e  e s s e n t i a l  a c t i vi t i e s  s u c h  a s  a g r i c u l t u r e   a n d 

alli e d  a c t i v i t i e s  lik e  a n i m a l  h u s b a n d r y ,   fo r e s t r y ,  fis h e r y ,  po u l t r y  fa r m i n g 

e t c . 

 
 
Se c o n d a r y   a c t i vi t i e s  in cl u d e   m a n u f a c t u r i n g   in d u s t r i e s   co m p o s e d   of  bo t h 

la r g e   a n d   s m a l l   sc a l e   a n d   mi n i n g .   Te r t i a r y   a c t i vi t i e s   incl u d e   all  ot h e r 

a c t i v i t i e s   lik e  t r a n s p o r t ,   co m m u n i c a t i o n ,   b a n k i n g ,   in s u r a n c e ,   t r a d e   e t c . 

Th e    oc c u p a t i o n a l     st r u c t u r e     in d i c a t e d     t h e    di s t r i b u t i o n     a s    we ll    a s 

a b s o r p t i o n  of po p u l a t i o n  int o  t h e s e  va r i o u s  ty p e s  of oc c u p a t i o n s . 

 
 
 
 

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                   Page 52 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M                                                       Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e : 1 6 C M U 6 0 4 A U N I T  – I S e m e s t e r :  VI 
Ye a r :  2 0 1 6 - 1 9  B a t c h 

In  u n d e r d e v e l o p e d co u n t r i e s , m a j o r i t y   of  t h e   po p u l a t i o n a r e still 
 

e n g a g e d    in   a g r i c u l t u r e    a n d    ot h e r    p r i m a r y    a c t i v i t i e s .    Ev e n    in   so m e 

d e v e l o p e d  co u n t r i e s  lik e  Ja p a n ,  E n g l a n d ,  No r w a y  fis h i n g  co n t i n u e s   to  b e 

a n  im p o r t a n t   oc c u p a t i o n ,  p r o v i d i n g  e m p l o y m e n t   to  a  s u b s t a n t i a l  n u m b e r 

of po p u l a t i o n s . 

Dev e l o p m e n t   ex p e r i e n c e   sh o w s  t h a t  wi t h  t h e  g r a d u a l  d e v e l o p m e n t 

of a b a c k w a r d  e c o n o m y ,  t h e  im p o r t a n c e  of p r i m a r y  oc c u p a t i o n s  g r a d u a l l y 

d e c l i n e s   wi t h   t h e   g r o w t h   of   in d u s t r i e s   a n d   t e r t i a r y   a c t i v i t i e s .   In   t h e 

se c o n d a r y   s e c t o r ,   la r g e   sc a l e   in d u s t r i e s ,   b e i n g   m o r e   c a p i t a l - int e n s i v e 

c a n n o t  p r o v i d e  m u c h  e m p l o y m e n t  op p o r t u n i t i e s . 

Bu t   it  is  t h e   d e v e l o p m e n t   of  s m a l l   sc a l e   a n d   co t t a g e   in d u s t r i e s , 

mi n i n g   a c t i v i t i e s   e t c . ,   b e i n g   la r g e l y   la b o u r - in t e n s i v e ,   c a n   p r o v i d e   h u g e 

n u m b e r  of e m p l o y m e n t  op p o r t u n i t i e s . 

Ag ai n  t h e  t e r t i a r y   oc c u p a t i o n s   a r e  al s o  co n s i d e r e d   ve r y  im p o r t a n t 

a s  t h e s e  h a v e  a  h u g e  e m p l o y m e n t   po t e n t i a l .  In  d e v e l o p e d   co u n t r i e s ,  t h e 

a b s o r p t i o n    c a p a c i t y   of   t hi s   s e c t o r    is   ve r y   hi g h .   Acc o r d i n g    to   Wo r l d 

Dev e l o p m e n t   Re p o r t ,  1 9 8 3 ,  wh e r e a s  a b o u t  4 5  to  6 6  p e r  c e n t  of t h e  wo r k 

fo r c e   of  d e v e l o p e d   co u n t r i e s   w a s   e m p l o y e d   in  t h e   t e r t i a r y   s e c t o r   b u t 

In d i a  co u l d  a b s o r b  only  1 8  p e r  c e n t  of to t a l  fo r c e  in t hi s  se c t o r . 

Ch a n g e s   in  oc c u p a t i o n a l   s t r u c t u r e   a r e   ve r y  m u c h   a s s o c i a t e d   wi t h 

ec o n o m i c  d e v e l o p m e n t .   Th e  r a t e  of  e c o n o m i c  d e v e l o p m e n t   a n d  t h e  lev e l 

of  p e r  c a p i t a  in c o m e   in c r e a s e   a s  m o r e   a n d  m o r e  wo r k  for c e  shif t s  fro m 

p ri m a r y  s e c t o r  to s e c o n d a r y  a n d  t e r t i a r y  s e c t o r . 

As  A.G.B.  Fi s h e r   w ri t e s ,   “W e   m a y   s a y   t h a t   in  ev e r y   p r o g r e s s i v e 

ec o n o m y   t h e r e   h a s   b e e n   a  st e a d y   s hif t  of  e m p l o y m e n t   a n d   inv e s t m e n t 

fro m  t h e  e s s e n t i a l  ‘Pri m a r y  a c t i vi t i e s ’  to  s e c o n d a r y  a c t i vi t i e s  of  all  ki n d s 

a n d  to a still g r e a t e r  ex t e n t  in t o  t e r t i a r y  p r o d u c t i o n . ” 

Whil e  p u t t i n g  im p o r t a n c e   on  t h e  c h a n g e   in  oc c u p a t i o n a l  st r u c t u r e , 

Coli n  Cl a r k   ob s e r v e s ,   “A  hi g h   av e r a g e   lev e l  of  r e a l  in c o m e   p e r   h e a d   is 
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al w a y s  a s s o c i a t e d   wi t h  a  hi g h  p r o p o r t i o n  of wo r k i n g  po p u l a t i o n  e n g a g e d 

 

in  t e r t i a r y  in d u s t r i e s  low  r e a l  inc o m e  p e r  h e a d  is  al w a y s  a s s o c i a t e d   wi t h 

a    low    p r o p o r t i o n     of    t h e    wo r k i n g     po p u l a t i o n     e n g a g e d     in    t e r t i a r y 

p r o d u c t i o n  a n d  a hi g h  p e r c e n t a g e  in p r i m a r y  p r o d u c t i o n . ” 

Th u s  to  a t t a i n   a  hi g h  r a t e   of  e c o n o m i c   d e v e l o p m e n t   int e r - s e c t o r a l 

t r a n s f e r   of  wo r k   fo r c e   is  ve r y  m u c h   n e c e s s a r y .   Thi s  wo u l d   b e  po s s i b l e 

only  w h e n   p r o d u c t i v i t y   of  a g r i c u l t u r e   in c r e a s e s   d u e   to  in t r o d u c t i o n   of 

im p r o v e d  t e c h n o l o g y  in it. 

Th e  inc r e a s e   in  p r o d u c t i v i t y  in  a g r i c u l t u r e   t r a n s f e r s   su r p l u s   wo r k 

fo r c e   fro m   a g r i c u l t u r e   to  ot h e r   se c t o r s .   Th e   ex t e n t   a n d   p a c e   of  in t e r - 

se c t o r a l  t r a n s f e r  of wo r k  for c e  d e p e n d  ve r y  m u c h  on  t h e  r a t e  of in c r e a s e 

in p r o d u c t i v i t y  in t h e  p r i m a r y  s e c t o r  in r e l a t i o n  to ot h e r  s e c t o r s . 

Oc c u p a t i o n a l   Di s t r i b u t i o n   o f  P o p u l a t i o n   i n  In d i a : 
 

Oc c u p a t i o n a l   di s t r i b u t i o n   of  po p u l a t i o n   r efl e c t s   on  t h e   d e g r e e   of 

d e v e l o p m e n t   a n d  t h e  div e r s i f i c a t i o n  a c h i e v e d  in  a n  ec o n o m y .  Le t  u s  no w 

t u r n     ou r    di s c u s s i o n     on    t h e    oc c u p a t i o n a l     st r u c t u r e     of    In d i a .    Th e 

oc c u p a t i o n a l    st r u c t u r e     of    In d i a    cl e a r l y    r efl e c t s    a    hi g h    d e g r e e     of 

b a c k w a r d n e s s  p r e v a i l i n g  in In d i a n  e c o n o m y . 

Si n c e  t h e  t u r n  of t h e  p r e s e n t  c e n t u r y  t h e  oc c u p a t i o n a l  st r u c t u r e   in 
 

In d i a  w a s  til t e d  to w a r d s  t h e  p r i m a r y  s e c t o r .  Ov e r  t h e  la s t  8 0  ye a r s  (1 9 0 1 - 
 

1 9 8 1 ) ,  t h e  p r o p o r t i o n   of  wo r k i n g   fo r c e  e n g a g e d   in  p ri m a r y   oc c u p a t i o n s 

r e m a i n e d  ve r y  st e a d y ,  i.e. ,  a r o u n d  7 0  p e r  c e n t  a n d  t h a t  in  se c o n d a r y  a n d 

t e r t i a r y  se c t o r  w a s  r a n g i n g  b e t w e e n  2 8  to 3 0  p e r  c e n t  only . 

Le t  u s  no w  m a k e   a  d e t a i l e d   st u d y   on  t h e  oc c u p a t i o n   st r u c t u r e of 
 

In d i a  d u r i n g  t hi s  lon g  1 0 0 - ye a r s  p e r i o d . 
 

Oc c u p a t i o n a l   S t r u c t u r e   d u r i n g  1 9 0 1 - 1 9 5 1 : 
 

Du r i n g     t h e     fir s t     h a lf    of    t h e     p r e s e n t     c e n t u r y ,     oc c u p a t i o n a l 

di s t r i b u t i o n  of po p u l a t i o n  in In d i a  di d  no t  r e p o r t  a n y  a p p r e c i a b l e  c h a n g e . 

Ag ri c u l t u r e   oc c u p i e d   t h e   do m i n a n t   po s i t i o n   a n d   it s  a b s o r p t i o n   c a p a c i t y 
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h a d  in c r e a s e d   m a r g i n a l l y  fro m  6 6 . 9  p e r  c e n t  in  1 9 0 1  to  6 9 . 7  p e r  c e n t  in 

 

1 9 5 1 . 
 

Th e   co m m e r c i a l   poli c y   of  t h e   Bri ti s h   h a d   p a v e d   t h e   w a y   fo r  t h e 

in t r o d u c t i o n   of  Bri t i s h  m a c h i n e - m a d e   go o d s  in  In d i a n  m a r k e t   le a d i n g   to 

d e s t r u c t i o n  of t r a d i t i o n a l  In d i a n  h a n d i c r a f t s .  Thi s  fo r c e d  t h e  la b o u r e r s  of 

t hi s  ho u s e h o l d   in d u s t r y   to  e n g a g e   t h e m s e l v e s   in  a g r i c u l t u r a l   op e r a t i o n s 

fo r  e a r n i n g  t h e i r  liveli h o o d . 

All  t h e s e   le d   to  a  m a r k e d   in c r e a s e   in  t h e   p r o p o r t i o n   of  la n d l e s s 

a g r i c u l t u r a l   la b o u r e r s   to  to t a l  la b o u r   fo r c e  fro m  1 7  p e r  c e n t  in  1 9 0 1   to 

n e a r l y   2 0   p e r   c e n t   in  1 9 5 1 .   Th e   p e r c e n t a g e   of  po p u l a t i o n   e n g a g e d   in 

ot h e r   alli e d   a c t i vi t i e s   lik e  for e s t r y ,   live s t o c k ,   fis h e r y   e t c .  d e c l i n e d   fro m 

4. 3  p e r  c e n t  in 1 9 0 1  to onl y  2. 3  p e r  c e n t  of t h e  to t a l  wo r k  for c e  in 1 9 5 1 . 
 

Du r i n g   t hi s  p e r i o d ,  in d u s t r i a l  a c t i v i t y  w a s  ve r y  m u c h   r e s t r i c t e d   to 

pl a n t a t i o n    a n d   t e x t i l e   in d u s t r y    a n d   w a s   al s o   s u p p o r t e d    by   im p o r t e d 

m a c h i n e r y    r e s u l t i n g    limi t e d    b a c k w a r d     lin k a g e    eff e c t s    a n d    la c k    of 

diff u s i o n    of   sp r e a d    eff e c t    of   in d u s t r i a l i s a t i o n .    Th u s    t hi s    p r o c e s s    of 

in d u s t r i a l i s a t i o n   h a d   cr e a t e d   a  ve r y   lit t l e   im p a c t   on  t h e   g e n e r a t i o n   of 

e m p l o y m e n t  op p o r t u n i t i e s . 

On   t hi s   in d u s t r i a l i s a t i o n   iss u e ,   Pri y a t o s h M a i t r a   ri g h t l y   ob s e r v e d , 

“In   In d i a n   ex p e r i e n c e    e m p l o y m e n t    m u l t i p l i e r   s e e m s   to   b e   s m a l l   a n d , 

t h e r e f o r e ,     oc c u p a t i o n a l     st r u c t u r e     r e m a i n e d     al m o s t     st a t i c     Li mi t e d 

e m p l o y m e n t  ho r i z o n s ,  r e s u l t i n g  fro m  a p r o c e s s  of in d u s t r i a l i s a t i o n  d e v o i d 

of ‘buil t- in t e c h n o l o g i c a l p r o c e s s ’ eff e c t s , st r e n g t h e n t h e hol d of 

p r o d u c t i o n  t e c h n i q u e s  wi t h  b u il t - in u n d e r  e m p l o y m e n t . ” 

Mo r e o v e r , ’  t h e   d e p r e s s e d   a n d   ov e r c r o w d e d   a g r i c u l t u r e   co u l d   no t 

off e r   a  si g n i fi c a n t   po r t i o n   of  m a r k e t a b l e   s u r p l u s   wh i c h   co u l d   r a i s e   t h e 

d e m a n d  for  in d u s t r i a l  go o d s  a n d  t h e  t e r t i a r y  s e c t o r  co u l d  no t  in c r e a s e  it s 

a b s o r p t i o n  c a p a c i t y  si g n i fi c a n t l y . 
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Ho w e v e r ,  T. Kri s h n a m u r t y  w r o t e ,  “Be t w e e n   1 9 0 1  a n d  1 9 5 1  fa c t o r y 
 

e m p l o y m e n t   ex p a n d e d   p a r t l y  a t  t h e  ex p e n s e   of  no n- fa c t o r y   s e c t o r s ,   t h e 

m o d e r n   b r a n c h e s   g r e w   a t  t h e  co s t  of  a  n u m b e r   of  t r a d i t i o n a l  on e s ;  a n d 

m a n u f a c t u r i n g   ou t p u t   p e r  h e a d   inc r e a s e d .   Whil e  t h e  s h a r e   of  t r a n s p o r t , 

st o r a g e   a n d   co m m u n i c a t i o n s   ro s e ,   for   t h e   ot h e r   b r a n c h e s   of  s e r v i c e s 

t r e n d s  a r e  u n c l e a r . 

M a n y   s e r v i c e s a s s o c i a t e d wi t h   m o d e r n i s a t i o n u n d e r col o n i a l   r u l e 

ex p a n d e d ,  in p a r t i c u l a r ,  p u b l i c ,  e d u c a t i o n a l ,  m e d i c a l  a n d  le g a l  se r v i c e s . ” 

Oc c u p a t i o n a l   S t r u c t u r e   d u r i n g  1 9 5 1 - 2 0 0 0 : 

Aft e r in d e p e n d e n c e  a n d e s p e c i a l l y af t e r t h e in t r o d u c t i o n  of 

pl a n n i n g   in  In d i a ,  a t t e m p t w a s  m a d e   by  t h e  pl a n n i n g   to  a c c e l e r a t e t h e 

p r o c e s s  of in d u s t r i a l i s a t i o n  a n d  al s o  to  c h a n g e  t h e  oc c u p a t i o n a l  s t r u c t u r e 

by  t r a n s f e r r i n g   a  se c t i o n  of  wo r k i n g  for c e  fro m  a g r i c u l t u r e   to  s e c o n d a r y 

a n d  t e r t i a r y  s e c t o r s . 

Acc o r d i n g l y , t h e Se c o n d Pl a n ob s e r v e d , “By 1 9 7 5 - 7 6 , t h e 

p r o p o r t i o n  of  a g r i c u l t u r a l  la b o u r  for c e  to  t h e  to t a l  s h o u l d  co m e  do w n  to 

6 0   p e r   c e n t   or   so.   Bu t   for   t hi s   to   h a p p e n    so m e t h i n g   lik e   a   fou r f o l d 

in c r e a s e   in  t h e   n u m b e r s   e n g a g e d   in  mi n i n g   a n d   fa c t o r y   e s t a b l i s h m e n t 

h a s  to  b e  b r o u g h t   a b o u t ,  a n d  t h e  inv e s t m e n t   p a t t e r n   in  t h e  pl a n s  h a s  to 

b e  a dj u s t e d  to t h e s e  r e q u i r e m e n t s . ” 

Jus t  to  fulfill  t h e s e   r e q u i r e m e n t s   it  w a s  n e c e s s a r y   to  in c r e a s e   t h e 

a g r i c u l t u r a l    p r o d u c t i v i t y   t h r o u g h    a d o p t i o n    of   m o d e r n    t e c h n o l o g y    fo r 

m e e t i n g  foo d  a n d  r a w  m a t e r i a l  r e q u i r e m e n t s   of t h e  d e v e l o p i n g  e c o n o m y . 

It   w a s   al s o   n e c e s s a r y    to   r e d u c e    t h e   d e p e n d e n c e    on   a g r i c u l t u r e    by 

g e n e r a t i n g  al t e r n a t i v e  e m p l o y m e n t  op p o r t u n i t i e s  in t h e  r u r a l  a r e a s . 

All   t h e s e    t e c h n o l o g i c a l    c h a n g e s    in   a g r i c u l t u r e    alo n g - wi t h    la n d 

r e f o r m s    m e a s u r e s     w e r e    in t r o d u c e d     in    In d i a    in    or d e r    to    in c r e a s e 

a g r i c u l t u r a l   p r o d u c t i o n   a n d   p r o d u c t i v i t y   a n d   to  t r a n s f e r   su r p l u s   la b o u r 

fo r c e  fro m  a g r i c u l t u r a l  s e c t o r  to s e c o n d a r y  a n d  t e r t i a r y  s e c t o r . 
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On  t h e  ot h e r   h a n d ,  to  c h a n g e   t h e  oc c u p a t i o n a l   st r u c t u r e in  In d i a , 
 

im p o r t a n c e   of  d e s i g n i n g  a  sui t a b l e  e m p l o y m e n t   poli c y  w a s  fel t .  Wit h  t h e 

in t r o d u c t i o n     of    pl a n n i n g ,     a    co n s i d e r a b l e     in c r e a s e     in    e m p l o y m e n t 

op p o r t u n i t i e s  w a s  ex p e c t e d . 

Th e  pl a n n e d  ec o n o m i c  d e v e l o p m e n t  a n t i c i p a t e d  a  r a p i d  p r o g r e s s  in 

t h e  ex p a n s i o n  of ir ri g a t i o n ,  po w e r ,  b a s i c  in d u s t r i e s ,  ot h e r  m a n u f a c t u r i n g 

a n d   ho u s e h o l d   in d u s t r i e s   a n d   t h e  ex p a n s i o n   of  t e r t i a r y   a c t i v i t i e s   in  t h e 

se r v i c e  s e c t o r  lik e  ex p a n s i o n  of t r a d e ,  b a n k i n g ,  in s u r a n c e ,  t r a n s p o r t a t i o n 

a n d  co m m u n i c a t i o n   e t c .  Bu t  af t e r  t w o  d e c a d e s   of  pl a n n i n g   oc c u p a t i o n a l 

st r u c t u r e  in In d i a  co u l d  no t  s h o w  a n y  r e m a r k a b l e  c h a n g e . 

Alt h o u g h   bo t h   se c o n d a r y   a n d   t e r t i a r y   s e c t o r   ex p a n d e d   a n d   t h e i r 

a b s o r p t i o n   c a p a c i t y  al s o  inc r e a s e d   s u b s t a n t i a l l y  b u t  t h e  r a t e  of  inc r e a s e 

in   e m p l o y m e n t    op p o r t u n i t i e s   fell   fa r   sh o r t   of  r a t e   of  in c r e a s e   in   t h e 

la b o u r  for c e . 

Mo r e o v e r ,  a n o t h e r   im p o r t a n t   co n d i t i o n  fo r  r e a l i s i n g   t h e  c h a n g e   in 

oc c u p a t i o n a l     st r u c t u r e ,     viz.,    a    si g n i fi c a n t     in c r e a s e     in    a g r i c u l t u r a l 

p r o d u c t i v i t y   co u l d   no t   b e   fulfill e d .   Ag ai n   t h e   alli e d   a c t i v i t i e s    of   t h e 

p ri m a r y   s e c t o r   a n d   d e v e l o p m e n t   of  vill a g e   in d u s t r i e s   co u l d   no t   m a k e 

m u c h  h e a d w a y  in  e n g a g i n g   t h e  s u r p l u s  po p u l a t i o n  fro m  t h e  a g r i c u l t u r a l 

se c t o r .   All  t h e s e   le d  to  g r o w i n g   p r e s s u r e   of  po p u l a t i o n   on  a g r i c u l t u r a l 

se c t o r    a n d   r e s u l t e d    in   wi d e sp r e a d    di s g u i s e d    u n e m p l o y m e n t    in   r u r a l 

a r e a s . 
 

Co n s i d e r i n g   t hi s   si t u a t i o n ,   t h e   Pl a n n i n g   Co m m i s s i o n   in  it s   Fift h 

Pl a n  do c u m e n t   m e n t i o n e d ,   “At  t h e  p r e s e n t   p a c e  of  in d u s t r i a l i s a t i o n   a n y 

m a s s - sc a l e    t r a n s f e r     of    t h e    la b o u r    for c e    fro m    a g r i c u l t u r e     to    no n- 

a g r i c u l t u r e   s e c t o r s   is  r u l e d  ou t .  Th e  g r o w i n g  la b o u r  fo r c e  in  a g r i c u l t u r e 

h a s  to b e  p r o v i d e d  wi t h  full e r  e m p l o y m e n t  wit h i n  a g r i c u l t u r e . ” 

Th u s ,    Ta b l e    6. 1 1    s h o w s    t h a t    d u r i n g    t h e    p e r i o d    1 9 5 1 - 7 1 ,    t h e 

p r o p o r t i o n    of   wo r k    for c e    e n g a g e d    in   t h e    p ri m a r y    s e c t o r    r e m a i n e d 
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co n s t a n t    a t    7 2 . 1    p e r    c e n t .    In- spi t e    of   h e a v y    inv e s t m e n t    m a d e    on 

 

m a n u f a c t u r i n g   a n d  s e r v i c e  s e c t o r   d u r i n g   t h e s e   t w o  d e c a d e s   of  pl a n n i n g 
 

t h e a b s o r p t i o n c a p a c i t y of s e c o n d a r y a n d t e r t i a r y s e c t o r s join t l y 

r e m a i n e d  t h e  sa m e  a t  2 8  p e r  c e n t  of t h e  to t a l  wo r k  for c e . 

Oc c u p a t i o n a l   Di s t r i b u t i o n   o f  W o r k i n g   P o p u l a t i o n   i n  In d i a 
 

Ag ai n   d u r i n g   t h e   n e x t   1 9 7 1 - 2 0 0 0   p e r i o d ,   t h e   p r o p o r t i o n   of  wo r k 

fo r c e  e n g a g e d  in t h e  p ri m a r y  se c t o r  d e c l i n e d  m a r g i n a l l y  to  5 6 . 7  p e r  c e n t . 

Ano t h e r  no t i c e a b l e  c h a n g e   t h a t  w a s  r e c o r d e d   w a s  t h a t  t h e  p r o p o r t i o n  of 

cul t i v a t o r s   d e c l i n e d   fro m  5 0  p e r  c e n t   in  1 9 5 1   to  3 8 . 4  p e r  c e n t   in  1 9 9 1 

a n d  t h a t  of  a g r i c u l t u r a l   la b o u r e r s   inc r e a s e d   ho r n  2 0  p e r  c e n t  to  2 6  p e r 

ce n t  d u r i n g  t h e  s a m e  p e r i o d . 

Thi s  s h o w s  t h e  g r o w i n g   co n c e n t r a t i o n   of  la n d  in  t h e  h a n d s   of  ric h 

a n d   we l l- to- do   fa r m e r s   a n d   t h e   t r a n s f o r m a t i o n   of  s m a l l   a n d   m a r g i n a l 

fa r m e r s  int o  la n d l e s s  a g r i c u l t u r a l  la b o u r e r s .  Mo r e o v e r ,  t h e  p r o p o r t i o n  of 

wo r k   fo r c e   e n g a g e d   in  t h e  s e c o n d a r y   s e c t o r   in c r e a s e d   m a r g i n a l l y  fro m 

1 1 . 2  p e r  c e n t  to  1 7 . 5  p e r  c e n t  d u r i n g   t h e  1 9 7 1 - 2 0 0 0  p e r i o d  a n d  t h a t  of 

e n g a g e d   in  t e r t i a r y  se c t o r   in c r e a s e d   sli g h t l y  fro m  1 6 . 7  p e r  ce n t  to  2 5 . 8 

p e r  c e n t  d u r i n g  t h e  sa m e  p e r i o d . 

Th e  a b s o r p t i o n   c a p a c i t y  of  bo t h  t h e  s e c o n d a r y   a n d  t e r t i a r y   s e c t o r 

joi n t l y  in c r e a s e d  fro m  2 8  p e r  c e n t  to  4 3 . 3  p e r  ce n t  d u r i n g  t hi s  1 9 7 1 - 2 0 0 0 

p e r i o d . 

Ag ai n  t h e  Wo rl d  Dev e l o p m e n t  Re p o r t ,  1 9 9 5  sh o w s  t h a t  in 1 9 9 3 ,  t h e 

p e r c e n t a g e s    of   wo r k    for c e ,    bo t h    w a g e s    a n d    no n- w a g e s    e n g a g e d    in 

a g r i c u l t u r e ,   in d u s t r y   a n d   s e r v i c e s   w e r e   to  t h e   ex t e n t   of  6 3 . 2   p e r   c e n t , 

1 4 . 2  p e r  c e n t  a n d  2 2 . 6  p e r  ce n t  r e s p e c t i v e l y . 
 

Co n s i d e r i n g   t h e   e a r l i e r   m e n t i o n e d   po s i t i o n   w e  c a n   co n c l u d e   t h a t 

t h e r e   w a s   vir t u a l l y   no   cl e a r   s hif t   of  wo r k i n g   po p u l a t i o n   fro m   p r i m a r y 

se c t o r   to  s e c o n d a r y   a n d   t e r t i a r y   s e c t o r s .   Th u s   t h e   pl a n n i n g   p r o c e s s   in 

In d i a  h a s  to t a l l y  fail e d  to b r i n g  a n y  c h a n g e  in its  oc c u p a t i o n a l  st r u c t u r e . 
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Fa c t o r s  R e s p o n s i b l e   f o r  Fa i l u r e  o f  O c c u p a t i o n a l   S t r u c t u r e : 

 

1.   In d i a n   pl a n n e r s    fail e d   to   m a k e   a n y   s e r i o u s    a t t e m p t    for   t h e 

d e v e l o p m e n t   of r u r a l  e c o n o m y  for  u tili zi n g  t h e  va s t  idl e  la b o u r  for c e  a n d 

al s o  to  r a i s e  t h e  p r o d u c t i v i t y  of  la b o u r e r s .  Du e  to  po o r  or g a n i s a t i o n ,  t h e 

p r o g r a m m e s   of  r e d u c i n g  u n e m p l o y m e n t   a n d  u n d e r - e m p l o y m e n t   p r o b l e m 

in t h e  r u r a l  a r e a s  fail e d  mi s e r a b l y . 

Mo r e o v e r ,   pl a n n e r s   di d  no t  m a k e   a n y  se r i o u s   a t t e m p t   to  e nl a r g e 

t h e  sc o p e  of no n - a g r i c u l t u r a l  r u r a l  e m p l o y m e n t . 

2.  La n d  r e f o r m s   in  In d i a  fail e d  mi s e r a b l y  to  r e a l i s e  it s  go a l  a n d  to 

cr e a t e    s m a l l    ow n e r    hol d i n g .    Th e s e    r ef o r m s    co u l d    no t    diff u s e    t h e 

ow n e r s h i p  of la n d  a m o n g  a la r g e  n u m b e r  of m a r g i n a l  c ul t i v a t o r s . 

3.   Va ri o u s   ot h e r   fa cili t i e s   p r o v i d e d   by   t h e   Gov e r n m e n t    s u c h   a s 

ch e a p e r   cr e d i t ,  m a r k e t i n g ,  s u b s i d y  on  fe r t i li z e r  p ri c e  e t c .  only  b e n e f i t t e d 

ri c h  fa r m e r s   a n d  po o r  a n d  m a r g i n a l  fa r m e r s   co u l d  no t  r e a p   a n y  b e n e f i t 

fro m   t h e s e   fa cili t i e s   le a d i n g   to   a   fail u r e   in   r a i s i n g   t h e i r   a g r i c u l t u r a l 

p r o d u c t i v i t y . 

4.  Effo r t s   of  t h e   pl a n n e r s   to  d e v e l o p   in d u s t r i e s   h e l p e d   t h e   la r g e 

sc a l e  c a p i t a l  go o d s  s e c t o r  a n d  t h e  pl a n s  co u l d  no t  c r e a t e  m u c h  r e s p o n s e 

to    t h e     d e v e l o p m e n t     of    s m a l l    sc a l e     a n d     co t t a g e     in d u s t r i e s .     Thi s 

d e v e l o p m e n t   of  la r g e   sc a l e   hi g h l y  c a p i t a l - in t e n s i v e   in d u s t r i e s   co u l d  no t 

cr e a t e   m u c h   e m p l o y m e n t   po t e n t i a l   a n d   t h u s   c r e a t e d   no  im p a c t   on  t h e 

oc c u p a t i o n a l  st r u c t u r e  of t h e  co u n t r y . 

5.  Th e   hi g h   r a t e   of  g r o w t h   of  la b o u r   fo r c e   is  al s o   a n   im p o r t a n t 

fa c t o r  w hi c h  h a s  b e e n  cr e a t i n g  s e r i o u s  d r a g s  on  t h e  p a t h  of c h a n g i n g  t h e 

oc c u p a t i o n a l   st r u c t u r e   in  In d i a .   Thi s  fa s t  g r o w i n g   la b o u r   for c e   wi t h o u t 

g e t t i n g  a n y  su b s i d i a r y  oc c u p a t i o n  op e n  to  t h e m  in  t h e  r u r a l  a r e a s  st a t e d 

to e k e  ou t  t h e i r  livi n g  fro m  a g r i c u l t u r a l  se c t o r  alo n e . 

Thi s  le d  to a h u g e  d e p e n d e n c e  a s  w e ll a s  a hi g h  d e g r e e  of di s g u i s e d 

u n e m p l o y m e n t  in t h e  a g r i c u l t u r a l  s e c t o r s . 
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KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M                                                       Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e : 1 6 C M U 6 0 4 A U N I T  – I S e m e s t e r :  VI 
Ye a r :  2 0 1 6 - 1 9  B a t c h 

Th u s   u n d e r t hi s   p r e s e n t si t u a t i o n oc c u p a t i o n a l   st r u c t u r e in  In d i a 
 

c a n  b e  a m e n d e d   s ui t a b l e  onl y  wh e n  t h e  co u n t r y  will  st a r t  to  d e v e l o p  it s 

la b o u r - int e n s i v e   s e c t o r s   t h a t  in cl u d e   s m a l l  sc a l e  a n d  co t t a g e   in d u s t r i e s , 

alli e d  a c t i vi t i e s  in  t h e  p ri m a r y  s e c t o r  s u c h  a s  a n i m a l  h u s b a n d r y ,  fis h i n g , 

po u l t r y   fa r m i n g   e t c .  a n d   t h e  s e r v i c e   se c t o r s   a s  w ell  a s  so  to  fos t e r   t h e 

g r o w t h   of  no n - a g r i c u l t u r a l   e m p l o y m e n t   si d e  by  si d e   wi t h  m o d e r n   la r g e 

sc a l e  in d u s t r i a l  s e c t o r . 

Dev e l o p m e n t    of   t hi s   h u g e   la b o u r - in t e n s i v e   se c t o r   will   r a i s e   t h e 

lev e l   of   e m p l o y m e n t    a n d   in c o m e    bo t h   in   t h e   r u r a l   a n d   u r b a n    a r e a s 

le a d i n g   to  a n  e nl a r g e m e n t   of  a g g r e g a t e   d e m a n d   fo r  va r i o u s   go o d s   a n d 

se r v i c e s  p r o d u c e d  by la r g e  sc a l e  in d u s t r i e s . 

Th u s  t h e  d e v e l o p m e n t  of t hi s  la b o u r  in t e n s i v e  s e c t o r  will b e  a bl e  to 

b ri n g    c h a n g e s    in    t h e    oc c u p a t i o n a l    dis t r i b u t i o n    of   po p u l a t i o n    fro m 

a g r i c u l t u r a l    to   no n - a g r i c u l t u r a l    oc c u p a t i o n s    a n d   will   al s o   b e   a b l e   to 

su p p o r t   t h e  la r g e   sc a l e   m a n u f a c t u r i n g   se c t o r   by  e n l a r g i n g   t h e  d e m a n d 

fo r  t h e i r   p r o d u c t s   a n d   w hil e   doi n g   so  t h e y   c a n   s a v e   t h e s e   la r g e   sc a l e 

in d u s t r i e s  fro m  r e c e s s i o n . 

 

 
 
 
 

I m p o r t a n t  Q u e s t i o n s 
 

 

2 m a r k s 
 

1. Defi n e  a n  u n d e r  d e v e l o p e d  e c o n o m y . 
 

2. Wh a t  is Ec o n o m i c  d e v e l o p m e n t ? 
 

3. Giv e s  t h e  m e a n i n g  of Gr o s s  Do m e s t i c  Pr o d u c t  (GDP). 
 

4. Wh a t  a r e  t h e  t h r e e  di m e n s i o n s  of u n d e r  d e v e l o p m e n t ? 
 

5. Wh a t  is m e a n t  by oc c u p a t i o n a l  di s t r i b u t i o n ? 
 

6. List  ou t  t h e  im p o r t a n t  p r o b l e m s  of In d i a n  e c o n o m y 
 

7. List  ou t  fe a t u r e s  of In d i a n  e c o n o m y 
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KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e : 1 6 C M U 6 0 4 A U N I T  – I S e m e s t e r :  VI 
Ye a r :  2 0 1 6 - 1 9  B a t c h 
8. Defi n e  n a t i o n a l  in c o m e 

 

9.  List  ou t  t h e  fac t o r s  wh i c h  a r e  r e s p o n s i b l e  for  t h e  p r o m o t i o n  of  In di a n 

ec o n o m y 

1 0  Wri t e  s h o r t  no t e  on  oc c u p a t i o n a l  st r u c t u r e  in In d i a 
 

6 m a r k s 
 

1.  Wh a t a r e t h e ch a r a c t e r i s t i c s of  a n   u n d e r d e v e l o p e d co u n t r y ? Is 
 

In d i a  a n  u n d e r d e v e l o p e d Co u n t r y ? 
 

 

2.  De s c r i b e  t h e  s e c t o r a l  co m p o s i t i o n  of N a t i o n a l  in c o m e  in In d i a 
 

 

3.  Ex p l a i n  t h e  va r i o u s  c h a r a c t e r i s t i c s  fe a t u r e s  of In d i a n  Ec o n o m y ? 
 

 

4.  Wh a t  a r e  t h e  va r i o u s  in di c a t o r s  of h u m a n  d e v e l o p m e n t ? 
 

 

5.  Dis c u s s  t h e  m e t h o d s  u s e d  in in d i a  for  co m p u t i n g  n a t i o n a l  in c o m e 
 

 

6.  Ex a m i n e  t h e  c h a r a c t e r i s t i c s  of t h e  in di a n  e c o n o m y 
 

 

7.  Ex p l a i n  t h e  fa c t o r s  t h a t  p r o m o t e  e c o n o m i c  d e v e l o p m e n t  in in d i a . 
 

 

8.  Bri e fl y  ex p l a i n  t h e  s e c t o r a l  co m p o s i t i o n  of n a t i o n a l  in c o m e 
 

 

9.  Ex p l a i n  t h e  va r i o u s  fe a t u r e s  of in d i a n  e c o n o m y 
 

 

1 0 . Dis c u s s  diff e r e n t  co n c e p t s  of n a t i o n a l  inc o m e 
 

 

1 1 . Dis c u s s  diffic u l t i e s  in m e a s u r e m e n t  of n a t i o n a l  inc o m e 
 

 

1 2 .  Ex p l a i n  t h e  m a j o r   r e t a r d i n g   fa c t o r s   w hi c h  aff e c t  t h e  g r o w t h 

of t h e  in d i a n  e c o n o m y . 

 

1 3 .  Ex p l a i n  t h e  m a i n  fe a t u r e s  of a n  u n d e r d e v e l o p e d  e c o n o m y .  Do 

yo u  t hi n k  in d i a  is a n  u n d e r d e v e l o p e d  e c o n o m y ? 
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UNIT  - 1
INDIAN  ECONOMY

S.N
O

Quest io n OPTION  A OPTION  B OPTION  C OPTION  D Answer

1 An 
underd evelo
ped  
economy  is  
genera lly  
charac t e r i se
d  by  

Iow  per  
capita  
income   

employmen
t  
genera t ion

Iow  depend e n cy  figure working  
force  largely
in  the  
tertia ry  
sector

Iow  per  
capita  
inco m e   

2 Who  
releases  the  
Human  
Developme n t
Report?

World  bank  World  
economic  
forum

 United  Nations UNCTAD  Unite d  
Natio n s

3  Who  
invented  the  
Human  
Developme n t
Index?

Paul  
krugma n

Mahbub  – 
ul  Haq

 Jean  dreze Alfred  
marshal

Mahbu b  – ul
Haq

4 The  best  
indicato r  of  
economic  
developme n t
of  any  
count ry  is  ?

Its  
agricultu re

Its  
transpo r t

Its  gross  produc tion Its  per  
capita  
income

its  per  
capita  
inco m e

5 What  is  the  
mainstay  of  
Indian  
economy  ?

Manufac tu r
ing

Business Public  sector Agricultu re Agricul t ur e

6 The  data  of  
estimation  of
India 's  
National  
income  is  

Planning  
Commision

National  
Data  
Cente r

Centr al  Statistical  
Organsa t ion

None  of  
above

Central  
Stat i s t i c a l  
Organ s a t i o n



issued  by  ?

7 Which  of  the
following  
denotes  an  
underd evelo
ped  
economy?

High  level  
of  
inequali ties

 Low  level  
of  capital  
product ivit
y

 A relatively  closed  
economy

 All the  
above

All  the  
above

8 The  
compone n t / s
of  HDI  is/are

Life  
expectancy
index

Infant  
mortali ty  
rate

Popula tion  growth  rate All the  
above

Life  
expec t a n c y  
index

9 The  phase  of
gradu al  fall  
in  income,  
output  and  
employment  
is

Boom Recession Depression Recovery Rec e s s i o n

10  The  value  of
national  
income  
adjusted  for  
inflation  is  
called

Per  capita  
income

Disposable  
income

Inflation  rate Real  
national  
income

Real  
natio n a l  
inco m e

11 The  averag e  
income  of  
the  count ry  
is

Per  capita  
income

Disposable  
income

Inflation  rate Real  
national  
income

Per  capita  
inco m e

12 Which  of  the
following  is  
added  to  
national  
income  
while  
calcula ting  
personal  
income?

Transfer  
payments  
to  
individuals

Social  
securi ty  
contribu tio
ns

Corpora t e  taxes Undist r ibute
d  profits

Transf er  
paym e n t s  to
individua l s



13 The  period  
of  10th  Plan  
in  India  is

2000- 2005 2001- 2006 2002- 2007 2003- 2008 20 0 2 - 200 7

14 One  of  the  
reasons  for  
India 's  
occupa tion al
struc tu r e  
remaining  
more  or  less  
the  same  
over  the  
years  has  
been  that

investme n t  
patte rn  has
been  
directed  
towards  
capital  
intensive  
indust ries

product ivit
y in  
agricultu re  
has  been  
high  
enough  to  
induce  
people  to  
stay  with  
agricultu re

ceiling  on  land  holdings  
have  enabled  more  people  
to  own  land  and  hence  
their  prefere nc e  to  stay  
with  agricul tu re

inves t m e n t  pattern  has  
been  direc t e d  towards  
capita l  inten s iv e  
indus tr i e s

15 What  is  the  
mainstay  of  
Indian  
economy?

Manufac tu r
ing

Business Public  sector Agricultu re Agricul t ur e

16 Indian  
Economy  is  :

Socialistic  
Economy

Mixed  
Economy

Ghandian  Economy Free  
Economy

Mixed  
Econo m y

17 Who  is  the  
Chairm an  of  
the  Planning
Commission  
in  India?

Presiden t Prime  
Ministe r

Vice  Presiden t Finance  
Ministe r

Prim e  
Minis t er

18 Who  was  the
Chairm an  of  
the  13th  
Finance  
Commission  
of  India?

Indira  
Rajaram a n

C 
Rangarajan

Vijay  Kelkar None  of  the  
above

Vijay  Kelkar

19 Which  of  the
following  is  
used  for  the  
measur e m e n
t  of  

Laffer  
Curve

Engel’s  
Law

Gini- Lorenz  Curve Philip  Curve Gini- Lorenz  
Curve



distribu tion  
of  income?

20 Who  was  the
first  
adminis t r a to
r- states m a n  
to  attemp t  
planning  as  
a  means  for  
economic  
developme n t
?

Sir  CP  
Ramaswa m
i Aiyyar

M  
Viswesvara
yya

VT Krishna m a c h a r i C 
Rajagopalac
hari

M  
Viswe sv ar ay
ya

21 Which  of  the
following  
Five  Year  
Plans  
recognized  
human  
developme n t
as  the  core  
of  all  
developme n t
al  efforts?

Eighth  Five
Year  Plan

Seventh  
Five  Year  
Plan

Fifth  Five  Year  Plan Third  Five  
Year  Plan

Eighth  Five  
Year  Plan

22 Which  of  the
following  
plans  aimed  
at  improving
the  standa r d
of  living?

Third  Plan Fifth  Plan Fourth  Plan Sixth  Plan Fourth  Plan

23 Gross  
domestic  
capital  
formation  is  
defined  as

flow  of  
expendi tu r
e  devoted  
to  
increas ed  
or  
maintainin

expendi tu re
incur re d  on
physical  
asse ts  only

product ion  exceeding  
deman d

net  addition  
to  stock  
after  
deprecia t ion

net  additio n
to  stock  
after  
depre c ia t i o
n



g  of  the  
capital  
stock

24 National  
income  
refers  to

A Money  
value  of  
stocks  and  
shares  of  a  
count ry  
during  a  
year

B  Money  
value  of  
capital  
goods  
produced  
by  a  
count ry  
during  a  
year

C Money  value  of  
consum e r  goods  produced  
by  a  count ry  during  a  year

D  Money  
value  of  
goods  and  
services  
produced  in  
a  count ry  
during  a  
year

B  Mon ey  
value  of  
capita l  
goods  
produc e d  by
a  country  
durin g  a  
year

25 Per  capita  
income  is  
obtained  by  
dividing  
National  
Income  by

A Area  of  
the  count ry

B  Volume  
of  capital  
used

C Total  working  
populat ion

D  Total  
populat ion  
of  the  
count ry

D  Total  
populat io n  
of  the  
country

26 GDP  at  
Factor  Cost  
is

A GDP  
minus  
indirec t  
taxes  plus  
subsidies

B  GDP  
minus  
subsidies  
plus  
indirec t  
taxes

C NNP  plus  deprecia t ion  
allowances

D  GDP  
minus  
deprecia t ion
allowances

A GDP  
minu s  
indire c t  
taxes  plus  
subs id i e s

27 NREGP  is  
the  
abbrevia t ed  
form  of

A National  
Rapid  
Employmen
t  
Guaran t e e  
Progra m m e

B  National  
Rapid  
Educational
Guaran t e e  
Progra m m e

C National  Rural  
Employmen t  Guaran te e  
Progra m m e

D  National  
Rural  
Educa tional  
Guaran t e e  
Progra m m e

C Natio n a l  
Rural  
Employ m e n
t  Guarant e e
Progra m m e

28 Gross  
Domestic  
Produc t  is  
defined  as  
the  value  of  
all

A Goods  
produced  
in  an  
economy  in
a  year

B  Goods  
and  
services  
produced  in
an  economy
in  a  year

C Final  goods  produce d  in  
an  economy  in  a  year

D  Final  
goods  and  
services  
produced  in  
an  economy  
in  a  year

D  Final  
goods  and  
servic e s  
produc e d  in
an  eco n o m y  
in  a  year



29 Which  of  the
following  is  
not  a  part  of  
national  
income?

A Rent B  Profits C Wages  and  Salaries D  Intere s t  
on  national  
debt

A Rent

30 Which  of  the
following  is  
the  larges t  
employer  in  
India?

A Steel  
Authori ty  
of  India

B  Indian  
Railways

C Food  Corpora tion  of  
India

D  Posts  and  
Telegrap h s  
Depar tm e n t

B  Indian  
Railways

31 Which  one  of
the  following
is  not  
included  
while  
estimating  
national  
income  
through  
income  
method?

A Rent B  Pension C Mixed  Income D  Undist r ib
uted  profits

D  Undis tr ib
uted  profi t s

32 he  main  
difference  
betwee n  
Gross  
Domestic  
Produc t  
(GDP)  and  
Gross  
National  
Produc t  
(GNP)  is

A Capital  
gains

B  Transfer  
payments

C Net  foreign  income  from
abroad

D  Capital  
consump tio
n  allowance

C Net  
forei g n  
inco m e  
from  abroad

33 Social  
accoun ting  
system  in  
India  is  

A Enterp r i s
e,  
households
and  

B  Assets,  
liabilities  
and  debt  
position

C Income,  product  and  
expendi tu re

D  Public  
sector,  
private  
sector  and  

C Inco m e ,  
produc t  and
expen d i t ur e



classified  
into

governm e n
t

joint  sector

34 Whose   
estimate  of   
per  capita  
income  of   
India   during
colonial  
period  was  
conside re d  
very  
significant .

Dadabai  
Naoroji,

V.K.R.V 
Rao,  

 William  Digby  R.C.Desai. Dadabai  
Naoroji ,

35 Which  of  
the  
followi n g  is
not  one  of  
the  factors  
relate d  to  
HDI  
Hum a n  
Develo p m e
nt  Index.

Longevity Literacy descen t  standa r d  of  lving Increas e  in  
Govt.  Jobs.

Increa s e  in  
Govt.  Jobs.

36 The  
compone n t s  
of  Human  
Developme n t
Index  are

Life  
expectancy
, per  capita
GDP  and  
sex  ratio

Sex  ratio,  
educa tional
attainme n t  
and  pure  
drinking  
water

Life  expectan cy,  per  capita
GDP  and  educa tional  
attainme n t

Per  capita  
GDP,  
infras t ruc t u
re  and  sex  
ratio

Life  
expec t a n c y ,  
per  capita  
GDP  and  
educ a t i o n a l  
attain m e n t

37 n  economic  
terminology  
the  final  
product ion  
of  goods  and
services  
valued  at  
marke t  

Gross  
Domestic  
Produc t

Gross  
National  
Produc t

National  Income Net  
National  
Produc t

Gross  
Natio n a l  
Produc t



prices  
during  a  
year  of  a  
nation  is  
known  as

38  The  net  
value  of  
GDP  after  
deduc t i n g  
depre c ia t i o
n  from  GDP
is

Net  
national  
product

Net  
domestic  
product

Gross  national  produc t Disposable  
income

Net  
dom e s t i c  
produc t

39 When  
depre c ia t i o
n  is  
deduc t e d  
from  GNP,  
the  net  
value  is

Net  
national  
product

Net  
domestic  
product

Gross  national  produc t Disposable  
income

Net  natio n a l
produc t

40 The  value  
of  NNP  at  
cons u m e r  
point  is

NNP  at  
factor  cost

NNP  at  
marke t  
price

GNP  at  marke t  price GNP  at  
factor  cost

NNP  at  
market  
price

41 The  value  
of  NNP  at  
produc t i o n  
point  is  
called

NNP  at  
factor  cost

NNP  at  
marke t  
price

GNP  at  marke t  price GNP  at  
factor  cost

NNP  at  
market  
price

42 What  base  
year  is  used
to  calcu la t e
per  capita  
inco m e  in  
India?

2004- 05  2011- 12 2001- 2002 2014- 15  201 1- 12

43  Which  
stat e  of  

Goa Delhi Mahar as h t r a Punjab Goa



India  
curre nt ly  
has  the  
high e s t  Per
Capita  
Inco m e ?

44  At  pres e n t ,
how  muc h  
is  India's  
Per  Capita  
Inco m e  
(bas e d  on  
market  
price s )?

Rs.72350 Rs.93293 Rs.85261 Rs.10300 7 Rs.1 0 3 0 0 7

45 How  muc h  
does  the  
primary  
sect or  
contribut e  
to  India's  
GDP?

26% 20% 53% 14% 20%

46 Which  
sect or  
contribut e s
the  most  to
India's  
econ o m y ?

Service  
sector

Manufac tu r
ing  sector

Agricultu ral  sector Small  scale  
indust ries

Servic e  
sect or

47 The  
conc e p t  of  
PQLI  was  
develo p e d  
by

Morris  D 
Morris

UNO UNDP  Oxford  
Pover ty  and  
Human  
Developme n
t  Initiative

Morris  D  
Morris

48 The  
para m e t e r /
s  of  the  
PQLI  is/are

 Life  
Expecta ncy
Index

Stand ar d  of
living  index

Infant  mortality  rate A and  C A and  C



49 The  primary  
sector  is  
compose d  of

 
Agricultu re

Forest  Fishery   All the  
above

 All  the  
above

50 The  
contribu tion  
of  primary  
sector  has  

 Constan t  Increas ed  Decrease d  All of  the  
above

Decre a s e d  

51 Generally,  
an  economy  
is  divided  
into  _______ 
sectors .

Primary  Seconda ry  Tertia ry  Three Three

52 The  highes t  
employment  
growth  rate  
is  found  in  
_______ 

Const ruc tio
n         

Real  Estate Insuranc e  and  Financial  All the  
above  

Constru c t i o
n         

53 The  
movemen t  of
workers  
from  _______ 
to  other  
sectors  give  
rise  to  
labour  
product ivity  
________ 

Agricultu re
Sector  

Seconda ry  
Sector  

Tertia ry  Sector  Informa tion  
Technology

Seco n d a ry  
Sect or  

54 Since  ______ 
made  India  
is  one  of  the  
World’s  
fastes t  
growing  
economies .

1990 2000 1996 1980 19 9 0

55  In  2011,  
about  ______ 

64% 61% 70% 58% 61%



of  the  
working  
populat ion  
was  engag e d
in  
agricultu re .

56  In  Indian  
Mixed  
Economy  
______ 
sectors  go  
side  by  side.

Private  Public  Both  None  of  the  
above

Both  

57  The  feature  
of  capitalis t  
economy  is  
economic  
______

 Equality  Inequali ty  Both  None  of  the  
above

Inequa l i ty  

58    _______ 
Economy  
incorpora t e  
aspec ts  of  
more  than  
one  
economic  
system.

Capitalis t Socialist  Mixed  Corpora t e Mixed  

59 What  is  the  
rank  of  India
in  the  
Human  
Developme n t
Index  2018?

142 nd  136 th  140 th  130 th  13 0 th  

60 Globalisa t ion
of  indian  
economy  
means

giving  up  
progra m m e
s  of  import  
substi tu t io
n

stepping  up
external  
borrowings

establishing  indian  
business  units  abroad

having  
minimum  
possible  
res t r ic tion  
on  economic

having  
mini m u m  
poss ib l e  
restri c t i o n  
on  



relation  with
other  
count ries

econ o m i c  
relatio n  
with  other  
countr i e s
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Co n c e p t on   Pl a n n i n g : Pl a n n i n g is   a   co n t i n u o u s p r o c e s s t h a t inv olv e s 

 

ch o i c e s     a n d     d e c i s i o n     m a k i n g     a b o u t     allo c a t i o n     of    av a il a b l e 

r e s o u r c e s   wi t h   t h e   obj e c t i v e   of  a c h i e v i n g   eff e c t i v e   a n d   effi ci e n t 

u tili s a t i o n   a n d   g r o w t h   of  t h e s e   r e s o u r c e s .   In  In d i a ,   pl a n n i n g   is 

do n e   bo t h   a t   t h e   c e n t e r    a s   w e ll   a s   t h e   st a t e   lev e l .   Ec o n o m i c 

pl a n n i n g  is  do n e  by  t h e  c e n t r a l  a u t h o r i t y  af t e r  a  co m p l e t e   s u r v e y 

of   t h e   e c o n o m i c   sit u a t i o n .   Th e   poli c y   obj e c t i v e s    a r e   d e s i g n e d 

b a s e d   on  t h e   fut u r e   d e v e l o p m e n t   go a l s   of  t h e   co u n t r y .   In  In d i a , 

u n t i l    2 0 1 4 ,    pl a n n i n g    w a s    t h e    r e s p o n s i b i l i t y    of   t h e    N a t i o n a l 

Pl a n n i n g   Co m m i s s i o n   t h a t   w a s   e s t a b l i s h e d   on   M a r c h   1 5 ,   1 9 5 0 . 

Th e  fir s t  five- ye a r  pl a n  w a s  p r e p a r e d   by  t h e  Pl a n n i n g  Co m m i s s i o n 

fo r  t h e  p e r i o d   1 9 5 1 - 5 6 .  Th e  fir s t  Pri m e   Mi n i s t e r   of  In d i a ,  P a n d i t 

Ja w a h a r l a l     N e h r u     w a s    t h e    fir s t    c h a i r m a n     of    t h e    Pl a n n i n g 

Co m m i s s i o n .    Th e    Pri m e     Mi ni s t e r     w a s    al w a y s    t h e    ex- offici o 

ch a i r m a n   of t h e  Pl a n n i n g  Co m m i s s i o n .  Th e  De p u t y  Ch a i r m a n   w h o 

w a s  no m i n a t e d  by co m m i s s i o n  h e l d  t h e  r a n k  of a c a b i n e t  mi n i s t e r . 

In   2 0 1 4 ,   t h e   go v e r n m e n t   le d   by   P ri m e   Mi n i s t e r   N a r e n d r a M o d i 

di s s o l v e d   t h e   Pl a n n i n g   Co m m i s s i o n   a n d   r e p l a c e d   it  by  t h e   t hi n k 

t a n k  c all e d  NITI  Aayo g .  NITI  h e r e ,  st a n d s  fo r  N a t i o n a l  In s t i t u t i o n 

fo r  Tr a n s f o r m i n g   In d i a .  Obj e c t i v e s   of  Pl a n n i n g :   Pl a n n i n g   pl a y s  a 

ve r y  si g n i fi c a n t  rol e  e s p e c i a l l y  in  a  d e v e l o p i n g  co u n t r y  lik e  In d i a . 

Th e  follo wi n g  a r e  so m e  of  t h e  obj e c t i v e s  of  e c o n o m i c  pl a n n i n g   in 

In d i a :  1.  Ec o n o m i c  Gr o w t h  a n d  Dev e l o p m e n t :  Ev e r y  five- ye a r  pl a n 

h a d   a  g r o w t h   t a r g e t   t h a t   h a d   to  b e  a c h i e v e d   by  t h e   e n d   of  t h e 

pl a n n i n g    p e r i o d .    In   or d e r    to   b ri n g    a b o u t    a n   im p r o v e m e n t    in 

st a n d a r d  of livi n g  of t h e  p e o p l e ,  t h e  p e r  c a p i t a  in c o m e  h a s  to  ri s e . 

A ri s e  in p e r  c a p i t a  inc o m e  is n e c e s s a r y  to  ov e r c o m e  t h e  p r o b l e m s 

of pov e r t y  a n d  it s  eff e c t s .  2. In c r e a s e  in E m p l o y m e n t : 
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Ec o n o m i c  r e f o r m s  si n c e 
 

 

1 9 9 1 , M o n e t a r y  a n d  fisc a l  poli c i e s  wi t h  t h e i r  im p li c a t i o n  on  e c o n o m y 
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Th e  d e v e l o p i n g  e c o n o m i e s  g e n e r a l l y  suff e r  fro m  op e n  u n e m p l o y m e n t  a n d 

 

di s g u i s e d   u n e m p l o y m e n t .  In d i a  is  no  ex c e p t i o n  to  it.  Slo w  g r o w t h 

of t h e  a g r i c u l t u r a l  se c t o r  a n d  la c k  of inv e s t m e n t s   in  t h e  in d u s t r i a l 

se c t o r   a r e   m a j o r   c a u s e s   fo r  hi g h   lev e l s   of  u n e m p l o y m e n t   in  t h e 

co u n t r y .   M e a s u r e s   h a v e   b e e n   t a k e n   in  ev e r y   fiv e-  ye a r   pl a n   to 

cr e a t e     e m p l o y m e n t     op p o r t u n i t i e s ,     t h e r e b y ,     inc r e a s i n g     la b o r 

p r o d u c t i v i t y .  3.  In c r e a s e   in  Inv e s t m e n t :   E c o n o m i c  g r o w t h   c a n n o t 

b e  a c h i e v e d  u nl e s s  a d e q u a t e  inv e s t m e n t s  a r e  m a d e  to  b ri n g  a b o u t 

a n   in c r e a s e    in   ou t p u t    c a p a c i t y .    Inv e s t m e n t s    h e l p    in   c r e a t i n g 

e m p l o y m e n t   op p o r t u n i t i e s .   On e   of  t h e   obj e c t i v e s   of  pl a n n i n g   is, 

t h u s ,  to  p u s h  u p  t h e  r a t e  of  inv e s t m e n t   to  e n s u r e   s m o o t h   flow  of 

c a p i t a l   to  va r i o u s   s e c t o r s   of  t h e   e c o n o m y .   4.  So ci a l   Jus t i c e   a n d 

Eq u i t y :  Th e  five- ye a r  pl a n s   al s o  foc u s e d   on  r e d u c i n g   in e q u a l i t i e s 

in  t h e   dis t r i b u t i o n   of  in c o m e   in  or d e r   to   e n s u r e   so c i a l   ju s t i c e . 

Pr e v a l e n c e  of in e q u a l i t i e s  in t h e  e c o n o m y  r e s u l t s  in ex p l o i t a t i o n  of 

t h e   po o r   w h e r e i n   t h e   ri c h   b e c o m e   ri c h e r   a n d   t h e   po o r   b e c o m e 

po o r e r .  5. Bal a n c e d  Re g i o n a l  Dev e l o p m e n t :  In In d i a ,  t h e r e  exi s t s  a 

wi d e  g a p  in t h e  d e v e l o p m e n t  of diff e r e n t  st a t e s  a n d  r e g i o n s .  Whil e 

Guj a r a t ,    Ta m i l   N a d u ,    M a h a r a s h t r a    e t c . ,    e nj o y    hi g h    lev e l s    of 

d e v e l o p m e n t ,   t h e r e   a r e   st a t e s   lik e  Bih a r ,   Odi s h a ,   N a g a l a n d   e t c . , 

wh i c h    r e m a i n    b a c k w a r d .    Pl a n n i n g    ai m s    a t    b ri n g i n g    a b o u t    a 

b a l a n c e d  r e g i o n a l  d e v e l o p m e n t  by div e r t i n g  m o r e  r e s o u r c e s  to t h e 

po o r    a n d    b a c k w a r d    r e g i o n s .    6.   Mo d e r n i s a t i o n :    Mo d e r n i s a t i o n 

r e f e r s   to   a   shif t   in   t h e   co m p o s i t i o n   of   ou t p u t ,   in n o v a t i o n   a n d 

a d v a n c e m e n t   in  t e c h n o l o g y .   Mo d e r n i s a t i o n   h e l p s   a n  e c o n o m y   to 

a d v a n c e  a t  a  fa s t e r  p a c e  a n d  co m p e t e   wi t h  t h e  d e v e l o p e d   n a t i o n s 

of   t h e   wo r l d .   Th e   obj e c t i v e    of   pl a n n i n g    is   to   e n c o u r a g e    a n d 

in c e n t i v i s e    inv e s t m e n t s    int o    va r i o u s    s e c t o r s    of   t h e    e c o n o m y , 

e s p e c i a l l y     t h e     in d u s t r i a l     s e c t o r ,     to    h e l p     t h e m     a d o p t     n e w 
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t e c h n o l o g i e s      a n d     t h u s ,     inc r e a s e      effi ci e n c y .     Ev al u a t i o n      of 
 

Pl a n n i n g ( A n  Ov e r v i e w  of  t h e  Fiv e  Yea r  Pl a n s  in  In d i a )  Fi r s t  Fiv e- 

Yea r  Pl a n :  It  w a s  for m u l a t e d   fo r  t h e  p e r i o d   1 9 5 1 - 5 6 ,  w h e n   In d i a 

w a s   co n f r o n t i n g   t h e   p r o b l e m s   of  h u g e   infl u x   of  r ef u g e e s ,   foo d 

sh o r t a g e    a n d   s e v e r e    infl a t i o n .   Th e   pl a n ,   t h u s ,   foc u s e d    on   t h e 

p ri m a r y  s e c t o r ,  t h a t  is, t h e  a g r i c u l t u r a l  s e c t o r  to  inc r e a s e  t h e  foo d 

p r o d u c t i o n   in   In d i a   to   ov e r c o m e    t h e   c ri s i s .   Th e   m o n s o o n   w a s 

fav o r a b l e     to    a g r i c u l t u r e     in    t h o s e    ye a r s    a n d    t h e r e f o r e ,     t h e 

p r o d u c t i o n  in c r e a s e d .  Th e  firs t  five- ye a r  pl a n  w a s  q u i t e  s u c c e s s f u l 

a s   t h e   t a r g e t e d   g r o w t h   r a t e   w a s   2. 1   p e r c e n t   a n d   t h e   a c h i e v e d 

g r o w t h  r a t e  w a s  3. 6  p e r c e n t . 
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Se c o n d   Fiv e- Yea r  Pl a n :  It  w a s  for m u l a t e d   for  t h e  p e r i o d   1 9 5 6 - 6 1  a n d  it 

 

foc u s e d     on    r a p i d    in d u s t r i a l i s a t i o n .     Th e    pl a n    ai m e d     a t    t h e 

d e v e l o p m e n t   of  h e a v y   a n d   b a s i c   in d u s t r i e s   a n d   co n c e i v e d   t h a t 

a g r i c u l t u r a l   se c t o r   co u l d   b e   giv e n   low e r   p ri o r i t y   a s  it  h a s   b e e n 

a b l e  to  a c h i e v e   its  t a r g e t s   in  t h e  p r e v i o u s   pl a n .  Th e  s e c o n d   pl a n 

a c h i e v e d   only  a  m o d e r a t e   su c c e s s   d u e  to  t h e  se v e r e   sh o r t a g e   of 

fo r e i g n    ex c h a n g e    on    a c c o u n t    of   h u g e    im p o r t s    to    m e e t    t h e 

r e q u i r e m e n t s    of   t h e   in d u s t r i a l   s e c t o r .   Th e   a c t u a l   g r o w t h    r a t e 

a c h i e v e d   in  t h e   pl a n   w a s   4. 3   p e r c e n t   a g a i n s t   t h e   t a r g e t   of  4. 5 

p e r c e n t .   Thi r d   Fiv e- Yea r   Pl a n :   It  w a s   for m u l a t e d   for  t h e   p e r i o d 

1 9 6 1 - 6 6 .  Th e  t hi r d  fiv e-  ye a r  pl a n  w a s  p r e p a r e d   wi t h  t h e  mi n d s e t 
 

t h a t  In d i a  h a s  e n t e r e d   t h e  ‘t a k e - off  st a g e ’  a n d  it  is  ti m e  for  it  to 

b e c o m e  a  s elf- r e li a n t  a n d  se lf- g e n e r a t i n g  e c o n o m y .  Th e  pl a n  g a v e 

p ri o r i t y    to   bo t h    a g r i c u l t u r e    a s   w e ll   a s   t h e    in d u s t r i a l    se c t o r . 

Ho w e v e r ,   t h e   In d o- Chi n a   co n fli c t   in  1 9 6 2   a n d   t h e   In d o- P a k i s t a n 

co n fl i c t  in  1 9 6 5  m a d e  t h e  pl a n  a  co m p l e t e  fail u r e  a s  h u g e  a m o u n t 

of    ex p e n d i t u r e     h a d     to    b e    allo c a t e d     to    m e e t     t h e     d e f e n c e 

r e q u i r e m e n t s .  Th e  a c t u a l  g r o w t h  r a t e  a c h i e v e d  in t h e  pl a n  w a s  2. 8 

p e r c e n t   a s  a g a i n s t   t h e   t a r g e t   of  5. 6   p e r c e n t .   Th e   fail u r e   of  t h e 

t hi r d   pl a n   le d   to  t h e   for m u l a t i o n   of  t h r e e   a n n u a l   pl a n s   for   t h e 

ye a r s   1 9 6 6 6 7 ,   1 9 6 7 - 6 8   a n d   1 9 6 8 - 6 9 ,   b e f o r e   t h e   la u n c h   of  t h e 

fo u r t h  pl a n .  Th e  p e r i o d  fro m  1 9 6 6  to  1 9 6 9  w a s ,  t h e r e f o r e ,  t e r m e d 

a s  “Pl a n  Holi d a y ” .  It  w a s  d u r i n g  t hi s  p e r i o d  t h a t  g r e e n  r e v o l u t i o n 

w a s   in t r o d u c e d    to   ov e r c o m e    t h e   foo d   c ri s i s .   Gr e e n    r e v o l u t i o n 

a d v o c a t e d   t h e   u s e   of  hi g h - yiel d i n g   va r i e t y   of  s e e d s ,   fe r t i l i z e r s , 

p e s t i c i d e s   a n d  ex t e n s i v e  u s e  of  ir r i g a t i o n .  Fo u r t h   Fiv e- Yea r  Pl a n : 

It   w a s   for m u l a t e d    for   t h e   p e r i o d   1 9 6 9 - 7 4   a n d   h a d   t w o   b a s i c 

obj e c t i v e s   g r o w t h   wi t h   st a b i l i t y   a n d   p r o g r e s s i v e   a c h i e v e m e n t   of 

se lf- r e l i a n c e .    It   st r e s s e d    u p o n    t h e    g r o w t h    of   t h e    a g r i c u l t u r a l 
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se c t o r   a n d  it  w a s  d u r i n g   t hi s  p e r i o d  t h a t  va r i o u s  fa m i l y  pl a n n i n g 
 

m e a s u r e s   w e r e  in t r o d u c e d   to  co n t r o l  t h e  ri si n g  po p u l a t i o n .  Whil e 

t h e  pl a n  ai m e d  a t  a  hi g h l y  a m b i t i o u s  g r o w t h  r a t e  of  5. 7  p e r  c e n t , 

it  co u l d  a c h i e v e  onl y  3. 3  p e r c e n t .  Thi s  fail u r e  co u l d  b e  a t t r i b u t e d 

to   t h e   h u g e   infl u x   of  r e f u g e e s   fro m   Ba n g l a d e s h   a n d   t h e   In d o- 

Pa k i s t a n   w a r  in  1 9 7 2 .  Fift h  Fiv e- Yea r  Pl a n :  It  w a s  for m u l a t e d   for 

t h e  p e r i o d  1 9 7 4 - 7 9  a n d  p r o p o s e d   t w o  m a i n  obj e c t i v e s  r e m o v a l  of 

pov e r t y    a n d    a t t a i n m e n t     of   s elf- r e li a n c e .    Th e    pl a n    ai m e d    a t 

a c h i e v i n g   it s  obj e c t i v e s   by  a c h i e v i n g   hi g h  g r o w t h   r a t e ,  e q u i t a b l e 

di s t r i b u t i o n  of inc o m e  a n d  inc r e a s e  in do m e s t i c  s a v i n g s .  Ho w e v e r , 

t h e  pl a n  w a s  a n  u t t e r  fail u r e  d u e  to  hi g h  lev e l s  of infl a t i o n . 
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Wit h t h e Ja n t a Gov e r n m e n t t a k i n g ov e r t h e po w e r , t h e pl a n w a s 

 

t e r m i n a t e d   in  1 9 7 8 .  Th e  g r o w t h   r a t e  a c h i e v e d   d u r i n g   t hi s  p e r i o d 

w a s   4. 8  p e r c e n t   a s  a g a i n s t   t h e   t a r g e t   of  4. 4  p e r c e n t .   Th e  Ja n t a 

Gov e r n m e n t    fo r m u l a t e d    t h e   six t h   five- ye a r   pl a n   fo r   t h e   p e r i o d 

1 9 7 8 - 8 3  wi t h  t h e  obj e c t i v e  of  c r e a t i n g  e m p l o y m e n t   op p o r t u n i t i e s . 

Th e  Ja n t a  Gov e r n m e n t ,  to  it s  mi sf o r t u n e ,  la s t e d  onl y  for  t w o  ye a r s 

a n d  w a s  r e p l a c e d  by  t h e  Co n g r e s s  Gov e r n m e n t   t h a t  c a m e  u p  wi t h 

a   diff e r e n t   pl a n .   Th e   Pl a n n i n g   Co m m i s s i o n ,   in   t h e   m e a n w h i l e , 

in t r o d u c e d   t h e  ‘Rolli n g  Pl a n ’  in  1 9 7 8 ,  w hi c h  is s a i d  to  inc o r p o r a t e 

t h r e e  ki n d s  of pl a n s  fir s t  pl a n  for  t h e  c u r r e n t  ye a r ,  se c o n d  pl a n  fo r 

a  sp e c i fi c  p e r i o d  of  3,  4  or  5  ye a r s ,  a c c o r d i n g  to  t h e  n e e d s  of  t h e 

In d i a n  ec o n o m y  a n d  t h e  t hi r d  pl a n ,  for  a lon g e r  t e r m  lik e  1 0 ,  1 5  or 

2 0   ye a r s .    Th e   rolli n g    pl a n    w a s ,   ho w e v e r ,    s u b j e c t e d    to   m a n y 

cri t i c i s m s   a n d   w a s   la t e r   a b a n d o n e d   wi t h   Co n g r e s s   Gov e r n m e n t 

co m i n g   u p  wi t h   t h e  six t h   five- ye a r   pl a n .  Six t h   Fiv e- Yea r  Pl a n :  It 

w a s  in t r o d u c e d   by  t h e  Co n g r e s s  Gov e r n m e n t   fo r  t h e  p e r i o d  1 9 8 0 - 

8 5 .   It  w a s   b a s e d   on   N e h r u ’ s   m o d e l   of  g r o w t h   a n d   ai m e d   a t   a 

di r e c t  a t t a c k  on  t h e  p r o b l e m  of po v e r t y  by  c r e a t i n g  co n d i t i o n s  fo r 

in c r e a s i n g       e m p l o y m e n t       op p o r t u n i t i e s .       M a n y       e m p l o y m e n t 

g e n e r a t i o n    sc h e m e s    su c h   a s   Tr a i n i n g    of   Ru r a l   Yout h   for   S e lf 

E m p l o y m e n t     (TRYSE M )     a n d     In t e g r a t e d      Ru r a l     De v e l o p m e n t 

Pr o g r a m m e   (IRD P )  w e r e  in t r o d u c e d .   Th o u g h  t h e  pl a n  p r o g r e s s e d 

a s  p e r c e i v e d  by  t h e  pl a n n e r s   d u r i n g  t h e  fir s t  fou r  ye a r s ,  a  s e v e r e 

fa m i n e   oc c u r r e d    in   t h e   fift h   ye a r   i.e.,   1 9 8 4 - 8 5 .   Th e r e f o r e ,   t h e 

a g r i c u l t u r a l   ou t p u t   d e c l i n e d   d r a s t i c a l l y .   Ho w e v e r ,   t h e   e c o n o m y 

still  m a n a g e d   to  g r o w  a t  5. 7  p e r c e n t   a s  a g a i n s t   t h e  t a r g e t   of  5. 2 

p e r c e n t .  S e v e n t h  Fiv e- Yea r  Pl a n :  It  w a s  for m u l a t e d   for  t h e  p e r i o d 

1 9 8 5 - 1 9 9 0   a n d   it  ai m e d   a t   a c c e l e r a t i n g   foo d   g r a i n   p r o d u c t i o n , 

cr e a t i n g  e m p l o y m e n t  op p o r t u n i t i e s  a n d  r a i s i n g  la b o r  p r o d u c t i v i t y . 
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Th e  foc u s   of  t h e   pl a n   w a s  on  ‘foo d ,  wo r k   a n d   p r o d u c t i v i t y’.  Th e 
 

pl a n   w a s   q ui t e   s u c c e s s f u l   a n d   r e c o r d e d   a  g r o w t h   r a t e   of  6  p e r 

ce n t   a s   a g a i n s t   t h e   t a r g e t e d   g r o w t h   r a t e   of  5  p e r   c e n t .   Ei g h t h 

Fiv e- Yea r  Pl a n :  Thi s  pl a n  co u l d  no t  b e  for m u l a t e d   in  1 9 9 0  d u e  to 

u n c e r t a i n   poli t i c a l  si t u a t i o n   a t  t h e  c e n t r e .   Th e r e f o r e ,   t w o  a n n u a l 

pl a n s  fo r  t h e  ye a r s  1 9 9 0 - 9 1  a n d  1 9 9 1 - 9 2  w e r e  for m u l a t e d .  Du r i n g 

1 9 9 1 ,  In d i a  h a d  to  fa c e  s e v e r e  b a l a n c e  of p a y m e n t  c ri s i s .  Th e  d e b t 

b u r d e n   w a s   m o u n t i n g   a n d   t h e   fisc a l   d e fi c i t   w a s   wi d e n i n g .   Th e 

infl a t i o n   lev e l   w a s   ri si n g   a n d   t h e   in d u s t r i a l   se c t o r    w a s   goi n g 

t h r o u g h   a  r e c e s s i o n .  Be c a u s e   of  t hi s  c ri s i s  a n d  t h e  p r e s s u r e   fro m 

In t e r n a t i o n a l   Or g a n i s a t i o n s   s u c h   a s  IM F ,  t h e  go v e r n m e n t   le d  by 

P.V.   N a r a s i m h a R a o    in t r o d u c e d    t h e   e c o n o m i c   r e f o r m s    in   1 9 9 1 , 

po s t  w hi c h   t h e  ei g h t h   pl a n  w a s  la u n c h e d   in  1 9 9 2   for  t h e  p e r i o d 

1 9 9 2 - 9 7  r e fl e c t i n g  t h e  r e f o r m s  wi t h  va r i o u s  st r u c t u r a l  a d j u s t m e n t 

poli c i e s .   Th e   rol e   of   t h e   p r iv a t e    s e c t o r    inc r e a s e d    a n d   s e v e r a l 

lib e r a l i s a t i o n   m e a s u r e s   w e r e   int r o d u c e d .   As  a  r e s u l t ,  t h e  g r o w t h 

r a t e   w a s   t h e   hi g h e s t   a s   co m p a r e d    to   t h e   p r e v i o u s   pl a n s .   Th e 

ei g h t h   pl a n  a c h i e v e d   a  g r o w t h   r a t e  of  6. 8  p e r c e n t   a s  a g a i n s t   t h e 

t a r g e t e d   g r o w t h   r a t e  of  5. 6  p e r c e n t .  Ni n t h  Fiv e- Yea r  Pl a n :  It  w a s 

fo r m u l a t e d   fo r  t h e  p e r i o d   1 9 9 7 - 2 0 0 2   a n d   it s  ai m  w a s  to  a c h i e v e 

“g r o w t h  wi t h  so c i a l  ju s t i c e  a n d  e q u a l i t y ” .  Th e  pl a n  r e c o g n i s e d  t h e 

cri t i c a l  rol e  of  t h e  s t a t e  in  t h e  so ci a l  s e c t o r s   su c h  a s  h e a l t h  c a r e , 

e d u c a t i o n     a n d     inf r a s t r u c t u r e ,     si n c e     t h e     m a r k e t     for c e s ,     by 

t h e m s e l v e s ,   m a y   no t   m a k e   t h e s e   a r e a s   a t t r a c t i v e   to  t h e   p ri v a t e 

se c t o r .  Th e  pl a n  st r e s s e d   u p o n  t h e  n e e d  fo r  p u b l i c  inv e s t m e n t   in 

t h e s e   a r e a s .   Th e   ni n t h   pl a n   ai m e d   a t   a  GDP   g r o w t h   r a t e   of  7 

p e r c e n t .    Ho w e v e r ,    d u e    to   po o r    p e r f o r m a n c e    of   t h e    e c o n o m y 

d u r i n g  1 9 9 7 - 9 8 ,  t h e  g r o w t h  t a r g e t  w a s  r e vi s e d  to  6. 5  p e r c e n t .  Yet, 

t h e  t a r g e t  co u l d  no t  b e  a c h i e v e d  a n d  t h e  ec o n o m y  g r e w  only  a t  a 
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r a t e   of  5. 4  p e r c e n t .   Te n t h   Fiv e- Yea r  Pl a n :  It  w a s   for m u l a t e d   fo r 
 

t h e  p e r i o d  2 0 0 2 - 2 0 0 7 .  It  w a s  r e a l i s e d  t h a t  t h e  d e v e l o p m e n t   go a l s 

c a n n o t    b e   a c h i e v e d    by   t a r g e t i n g    t h e   e c o n o m i c    g r o w t h    alo n e . 

Th e r e f o r e ,  t h e  t e n t h  five  ye a r  pl a n  s e t  fo r t h  m e a s u r a b l e  t a r g e t s  on 

d e v e l o p m e n t    in d i c a t o r s    su c h   a s   inf a n t   m o r t a l i t y   r a t e ,   lit e r a c y , 

a c c e s s     to     el e c t r i c i t y ,     sa n i t a t i o n     fa cili t i e s ,     su s t a i n a b l e     foo d 

p r o d u c t i o n   a n d   e n v i r o n m e n t .   Th e   t e n t h   pl a n   t a r g e t e d   a  g r o w t h 

r a t e   of  8  p e r c e n t .   F u r t h e r ,   it  lai d  do w n  t a r g e t s   for  e a c h   st a t e   to 

e n s u r e   b a l a n c e d   d e v e l o p m e n t .   Th e  t e n t h   pl a n  w a s ,  ho w e v e r ,   no t 

su c c e s s f u l  in  t e r m s   of  po v e r t y  r e d u c t i o n ,  g e n e r a t i n g   e m p l o y m e n t 

op p o r t u n i t i e s   a n d  p e r f o r m a n c e   of  a g r i c u l t u r a l   s e c t o r .   M a n y  po o r 

st a t e s     fac e d     d e c e l e r a t i n g     g r o w t h .     Th u s ,    t h e    pl a n    w a s    no t 

su c c e s s f u l   in  b ri n g i n g   a b o u t   b a l a n c e d   r e g i o n a l   d e v e l o p m e n t   a s 

w el l.  Th e  pl a n  al s o  fail e d  to  a c h i e v e  it s  t a r g e t   on  inf a n t  m o r t a l i t y 

a n d   m a t e r n a l   m o r t a l i t y   r a t e .   Th e   t e n t h   pl a n   r e c o r d e d   a  g r o w t h 

r a t e   of   7. 6   p e r c e n t    a s   a g a i n s t   t h e   t a r g e t e d    g r o w t h    r a t e   of   8 

p e r c e n t .  El e v e n t h  Fiv e- Yea r  Pl a n :  It w a s  for m u l a t e d  fo r  t h e  p e r i o d 

2 0 0 7 - 2 0 1 2  a n d  t h e  pl a n  do c u m e n t   w a s  ti tl e d  “To w a r d s  fa s t e r  a n d 

m o r e   in cl u s i v e  g r o w t h ” .   Wit h  t h e  obj e c t i v e   of  a c h i e v i n g   fa s t  a n d 

in cl u s i v e   g r o w t h ,   t h e   el e v e n t h   pl a n   h a d   s e t   t a r g e t s   fo r   va r i o u s 

so c i o- e c o n o m i c   in d i c a t o r s .   It  ai m e d   a t   a c h i e v i n g   a  GDP  g r o w t h 

r a t e     of    9    p e r c e n t ,     a g r i c u l t u r a l     g r o w t h     r a t e     of    4    p e r c e n t , 

g e n e r a t i n g    5 8    milli o n    e m p l o y m e n t    op p o r t u n i t i e s ,    inc r e a s e    in 

w a g e s   of  u n s k i l l e d   la b o r e r s ,   r e d u c t i o n   in  pov e r t y   by  1 0  p e r c e n t , 

r e d u c t i o n    in   d r o p - ou t   r a t e ,    inc r e a s i n g    lit e r a c y    to   8 5   p e r c e n t , 

r e d u c i n g   g e n d e r   g a p ,  inf a n t  m o r t a l i t y  r a t e  a n d  to t a l  fe r t i li t y  r a t e , 

r e d u c i n g   m a l n u t r i t i o n   a m o n g   c hil d r e n ,   p r o v i s i o n  of  s af e  d ri n k i n g 

w a t e r ,   im p r o v e m e n t   in  s e x   r a t i o ,   d e v e l o p m e n t   of  inf r a s t r u c t u r e 

a n d     co m m u n i c a t i o n .     It     al s o     h a d     m e a s u r a b l e      t a r g e t s      fo r 
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e n vi r o n m e n t a l  p r o t e c t i o n  s u c h  a s  in c r e a s e  in for e s t  a n d  t r e e  cov e r 
 

by    5    p e r c e n t ,    im p r o v i n g    ai r    q u a l i t y    a n d    in c r e a s i n g    e n e r g y 

effi ci e n c y .  Th e  el e v e n t h  pl a n  h a d  a n  a m b i t i o u s  t a r g e t  of a c h i e v i n g 

a  g r o w t h   r a t e   of  9  p e r c e n t .   Th o u g h ,   t h e   e c o n o m y   to o k   off  w el l 

a c h i e v i n g  a g r o w t h  r a t e  of 9. 3  p e r c e n t  d u r i n g  t h e  fir s t  ye a r ,  it h a d 

a  d r a s t i c  fall  to  6. 7  p e r c e n t   in  2 0 0 8 - 0 9  d u e  to  t h e  glo b a l  fin a n c i a l 

cri si s .  Th e  e c o n o m y ,  ho w e v e r ,  m a n a g e d   to  a c h i e v e  a  g r o w t h   r a t e 

of 8  p e r c e n t  d u r i n g  t hi s  pl a n  d u e  to  ex p a n s i o n a r y  m e a s u r e s   t a k e n 

by  t h e  go v e r n m e n t .   Tw e lf t h  Fiv e- Yea r  Pl a n :  It  w a s  for m u l a t e d   for 

t h e  p e r i o d  2 0 1 2 - 2 0 1 7  a n d  it foc u s e d  on  a c h i e v i n g  fa s t e r ,  in cl u s i v e 

a n d  su s t a i n a b l e  g r o w t h .  It ai m e d  a t  a c h i e v i n g  a n  inc l u s i v e  g r o w t h 

by  r e d u c i n g  pov e r t y ,  r e d u c i n g  in e q u a l i t y ,  e m p o w e r i n g  p e o p l e  a n d 

by  b ri n g i n g  in  b a l a n c e d   r e g i o n a l  d e v e l o p m e n t .  Th e  go a l s  to w a r d s 

su s t a i n a b l e  d e v e l o p m e n t  foc u s e d  on  e n v i r o n m e n t a l  s u s t a i n  a b ili t y , 

im p r o v e m e n t s   in  h e a l t h  a n d  e d u c a t i o n  se c t o r  a n d  d e v e l o p m e n t   of 

p h y s i c a l    inf r a s t r u c t u r e    su c h    a s    t r a n s p o r t ,    t e l e c o m m u n i c a t i o n , 

po w e r   e t c .  It  h a d   s e t   a  g r o w t h   t a r g e t   of  8  p e r c e n t   a n d   h a d   s e t 

m o n i t o r  a b l e  t a r g e t s  for  pov e r t y ,  e d u c a t i o n ,  h e a l t h ,  inf r a s t r u c t u r e , 

e n vi r o n m e n t  a n d  s u s t a i n a b i l i t y .  It al s o  ai m e d  a t  p r o v i d i n g  b a n k i n g 

se r v i c e s   to  9 0  p e r c e n t   of  t h e  ho u s e h o l d s   a n d   int r o d u c e d   Ad h a a r 

b a s e d  di r e c t  c a s h  t r a n s f e r  of su b s i d i e s  a n d  w elf a r e  p a y m e n t s .  Th e 

Pl a n n i n g   Co m m i s s i o n  w a s  r e p l a c e d   by  t h e  t hi n k  t a n k  c al l e d  NITI 

Aayo g  (N a t i o n a l  In s t i t u t i o n  fo r  Tr a n s f o r m i n g  In d i a ) .  Th e  a p p r a i s a l 

of  t h e  t w e l f t h  five  ye a r  pl a n  is  no w  t h e  r e s p o n s i b i l i t y  of  t h e  NITI 

Aayo g .  F u r t h e r ,   it  h a s  al s o  b e e n   st a t e d   by  t h e  Vic e  Ch a i r m a n   of 

t h e   NITI   Aayo g ,   M r .A r v i n d P a n a g a r i y a    t h a t   t h e   five   ye a r   pl a n s 

wo u l d   no w   t e r m i n a t e   wit h   t h e   e n d   of  t h e   t w e l f t h   five- ye a r   pl a n 

a n d   wo u l d   b e  r e p l a c e d   by  t h r e e   do c u m e n t s .   Th e  do c u m e n t s   a r e 

sa i d   to  cov e r   t h e   s h o r t - t e r m   by  t h e   for m u l a t i o n   of  a  t h r e e - ye a r 
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Acti o n  Pl a n ,  t h e  m e d i u m - t e r m  by t h e  co n c e p t u a l i s a t i o n  of a se v e n - 
 

ye a r  st r a t e g y   a n d  t h e  lon g- t e r m   by  layi n g  do w n  a  1 5  ye a r  Visio n 

Doc u m e n t .   Th e   Visio n   do c u m e n t   is  s ai d   to   ex p r e s s   w h a t   In d i a 

wo u l d  a c h i e v e  in  2 0 2 2 - 2 3 .  In d i a  is,  t h u s ,  all  s e t  to  ex p e r i e n c e   t h e 

n e w  a c t i o n  pl a n s  of t h e  NITI Aayo g . 

 

N i t i A a y o g 
 

 

In d i a h a s u n d e r g o n e a p a r a d i g m shif t ov e r t h e p a s t six d e c a d e s – 
 

poli t i c a l l y ,  e c o n o m i c a l l y , 
 

 

so c i a l l y ,    t e c h n o l o g i c a l l y    a s    w e ll    a s    d e m o g r a p h i c a l l y .    Th e    rol e    of 

Gov e r n m e n t     in    n a t i o n a l     d e v e l o p m e n t     h a s     s e e n     a    p a r a l l e l 

ev ol u t i o n .  Ke e p i n g  wi t h  t h e s e  c h a n g i n g  ti m e s ,  t h e  Gov e r n m e n t   of 

In d i a   h a s   d e c i d e d   to  se t  u p  NITI  Aayo g  (N a t i o n a l   In s t i t u t i o n   fo r 

Tr a n s f o r m i n g      In d i a ) ,     in     pl a c e     of     t h e     e r s t w h i l e     Pl a n n i n g 

Co m m i s s i o n ,  a s  a m e a n s  to  b e t t e r  s e r v e  t h e  n e e d s  a n d  a s p i r a t i o n s 

of t h e  p e o p l e  of In d i a .  Th e  n e w  in s t i t u t i o n  will b e  a  c a t a l y s t  to  t h e 

d e v e l o p m e n t a l       p r o c e s s ;       n u r t u r i n g        a n       ov e r a l l       e n a b l i n g 

e n vi r o n m e n t ,   t h r o u g h   a  holi s t i c   a p p r o a c h   to  d e v e l o p m e n t   goi n g 

b e y o n d  t h e  li mi t e d  sp h e r e  of t h e  Pu b l i c  Se c t o r  a n d  Gov e r n m e n t  of 

In d i a . 

 

Th e  NITI Aayo g  will co m p r i s e  t h e  follo w i n g : 
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a.   P ri m e Mi ni s t e r of   In d i a a s t h e Ch a i r p e r s o n b.   Gov e r n i n g Co u n c i l 

 

co m p r i s i n g  t h e  Chi e f  Mi ni s t e r s  of all  t h e  St a t e s  a n d  Lt.  Gov e r n o r s 

of   U ni o n    Te r r i t o r i e s    c.   Re g i o n a l    Co u n c i l s    will   b e    fo r m e d    to 

a d d r e s s   s p e c i fi c   iss u e s   a n d   co n t i n g e n c i e s   im p a c t i n g   m o r e   t h a n 

on e  st a t e  or  a  r e g i o n .  Th e s e  will b e  fo r m e d  for  a  sp e c i fi e d  t e n u r e . 

Th e  Re g i o n a l  Co u n c i l s  will b e  co n v e n e d  by t h e  Pri m e  Mi n i s t e r  a n d 

will co m p r i s e  of t h e  Chi e f  Mi n i s t e r s  of St a t e s  a n d  Lt. Gov e r n o r s  of 

Uni o n   Te r r i t o r i e s   in   t h e   r e g i o n .   Th e s e   will   b e   c h a i r e d    by   t h e 

Ch a i r p e r s o n    of   t h e    NITI   Aayo g    o r   hi s    no m i n e e .    d.   Ex p e r t s , 

sp e c i a l i s t s   a n d   p r a c t i t i o n e r s   wit h   r e l e v a n t   do m a i n   k n o w l e d g e   a s 

sp e c i a l  invi t e e s   no m i n a t e d   by  t h e  Pri m e  Mi ni s t e r   e.  Th e  full- ti m e 

or g a n i z a t i o n a l    fr a m e w o r k    will   co m p r i s e    of,   in   a d d i t i o n    to   t h e 

Pri m e  Mi n i s t e r 

 

a s  t h e  Ch a i r p e r s o n : 
 

 

i. Vic e- Ch a i r p e r s o n :  To b e  a p p o i n t e d  by t h e  Pri m e  Mi n i s t e r 

ii. M e m b e r s :  F ull- ti m e 

iii. P a r t - ti m e  m e m b e r s :  M a xi m u m  of 2  fro m  le a d i n g  u ni v e r s i t i e s  r e s e a r c h 

or g a n i z a t i o n s    a n d    ot h e r    r e l e v a n t    in s t i t u t i o n s    in   a n    ex- offici o 

c a p a c i t y .  P a r t  ti m e  m e m b e r s  will b e  on  a ro t a t i o n a l  b a s i s . 

 

iv.  Ex  Offi ci o  m e m b e r s :  M a xi m u m   of  4  m e m b e r s   of  t h e  Uni o n  Co u n c i l  of 
 

Mi ni s t e r s  to b e  no m i n a t e d  by t h e  Pri m e  Mi n i s t e r . 
 

 

v.  Chi e f  Ex e c u t i v e  Offic e r :  To  b e  a p p o i n t e d   by  t h e  Pri m e   Mi ni s t e r   for  a 

fixe d  t e n u r e ,  in t h e  r a n k  of S e c r e t a r y  to t h e  Gov e r n m e n t  of In d i a . 

 

vi. S e c r e t a r i a t  a s  d e e m e d  n e c e s s a r y . 
 

 

Th e   NITI   Aayo g   will   ai m   to   a c c o m p l i s h   t h e   follo w i n g   obj e c t i v e s   a n d 

op p o r t u n i t i e s : 
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•  An  a d m i n i s t r a t i o n   p a r a d i g m   in  wh i c h  t h e  Gov e r n m e n t is  a n  “e n a b l e r ” 

 

r a t h e r  t h a n  a “p r o v i d e r  of fir s t  a n d  la s t  r e s o r t . ” 
 

 

• Pr o g r e s s fro m “foo d se c u r i t y ” to foc u s on a mix of a g r i c u l t u r a l 

p r o d u c t i o n ,  a s  w ell a s 

 

a c t u a l  r e t u r n s  t h a t  fa r m e r s  g e t  fro m  t h e i r  p r o d u c e . 
 

 

•  E n s u r e   t h a t  In d i a  is  a n  a c t i v e  pl a y e r   in  t h e  d e b a t e s   a n d  d e li b e r a t i o n s 

on  t h e  gl o b a l  co m m o n s . 

 

•   E n s u r e t h a t t h e   e c o n o m i c a l l y   vib r a n t mi d d l e - cl a s s   r e m a i n s e n g a g e d , 

a n d  it s  po t e n t i a l  is 

 

fully r e a l i z e d . 
 

 

• Lev e r a g e In d i a ’ s po ol of   e n t r e p r e n e u r i a l , sci e n t i f i c a n d in t e l l e c t u a l 

h u m a n  c a p i t a l . 

 

•  In c o r p o r a t e t h e  si g n i fi c a n t   g e o- ec o n o m i c   a n d  g e o- poli t i c a l  st r e n g t h   of 

t h e  No n - Re si d e n t 

 

In d i a n  Co m m u n i t y . 
 

 

•  Us e  u r b a n i z a t i o n  a s  a n  op p o r t u n i t y  to  cr e a t e   a  w h o l e s o m e   a n d  s e c u r e 

h a b i t a t  t h r o u g h  t h e 

 

u s e  of m o d e r n  t e c h n o l o g y . 
 

 

•  Us e   t e c h n o l o g y   to  r e d u c e op a c i t y   a n d   po t e n t i a l   fo r  mi s a d v e n t u r e s in 

gov e r n a n c e . 

 

Th e  NITI  Aayo g  ai m s  to  e n a b l e  In d i a  to  b e t t e r   fa c e  co m p l e x  c h a l l e n g e s , 

t h r o u g h  t h e  follo wi n g : 
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• Lev e r a g i n g of  In d i a ’ s d e m o g r a p h i c divi d e n d , a n d r e a l i z a t i o n of  t h e 

 

po t e n t i a l    of   yo u t h ,    m e n    a n d    wo m e n ,    t h r o u g h    e d u c a t i o n ,    skill 

d e v e l o p m e n t ,  eli m i n a t i o n  of g e n d e r  bi a s ,  a n d 

 

e m p l o y m e n t . 
 

 

•  Eli m i n a t i o n  of po v e r t y ,  a n d  t h e  c h a n c e  fo r  ev e r y  In d i a n  to  live  a  life  of 

di g n i t y  a n d  s elf r e s p e c t . 

 

•  Re d d r e s s a l   of  in e q u a l i t i e s   b a s e d   on  g e n d e r   bi a s ,  c a s t e   a n d   e c o n o m i c 

di s p a r i t i e s . 

 

•  In t e g r a t e  vill a g e s  in s t i t u t i o n a l l y  in t o  t h e  d e v e l o p m e n t  p r o c e s s . 
 

 

•  Poli c y  su p p o r t   to  m o r e   t h a n   5 0  millio n  s m a l l  b u s i n e s s e s ,   w hi c h   a r e  a 

m a j o r  so u r c e  of e m p l o y m e n t  c r e a t i o n . 

 

•  Sa f e g u a r d i n g  of ou r  e n vi r o n m e n t a l  a n d  e c o l o g i c a l  a s s e t s . 
 

 

Pl a n n i n g   Pr o c e d u r e : 
 

 

St a t e s Inv ol v e m e n t in Pl a n n i n g Pr o c e d u r e : In pl a n n i n g p r o c e s s , t h e 
 

Co m m i s s i o n   do e s   no t   u ni l a t e r a l l y   a c t ,   b u t   ve r y  a c t i v e l y   inv olv e s 
 

t h e   St a t e   Gov e r n m e n t s   in  it.  In  In di a   fir s t   d r a f t   of  t h e   pl a n   is 

p r e p a r e d   by  t h e  Pl a n n i n g   Co m m i s s i o n  af t e r  co n s u l t i n g   Mi n i s t r i e s 

of   c e n t r a l   gov e r n m e n t    a n d   st a t e   go v e r n m e n t s    a n d   t a k i n g   in t o 

co n s i d e r a t i o n  av a i l a b l e  a n d  po t e n t i a l  r e s o u r c e s . 

 

Dr a f t   p r o p o s a l s   a r e   t h e n   pl a c e d   b ef o r e   N a t i o n a l   De v e l o p m e n t   Co u n c i l 

a n d   af t e r   it  h a s  r e a c t e d   to  Dr a f t  t h e  pl a n ,  it  is  ci r c u l a t e d   to  t h e 

Uni o n  Mi n i s t r i e s   a n d  St a t e   gov e r n m e n t s .   At  t h e  st a t e   lev e l  t h e r e 

is a we l l- d e v e l o p e d  pl a n  co- o r d i n a t i o n  sy s t e m  in wh i c h  S e c r e t a r i e s 

of  va r i o u s   d e v e l o p m e n t   d e p a r t m e n t s   a r e   involv e d .   In  t h e   s t a t e s 

t h e r e  a r e  s e p a r a t e  St a t e  Pl a n n i n g  Bo a r d s . 
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Th e  pl a n  is fin a l l y  a p p r o v e d  by  t h e  St a t e  Ca b i n e t .  Si n c e  t h e  d e m a n d s  p u t 

 

on  t h e  Co m m i s s i o n  a r e  al w a y s  ve r y  h e a v y ,  a s  co m p a r e d   wi t h  t h e 

av a il a b l e    r e s o u r c e s ,    t h e r e f o r e ,    t h e    Co m m i s s i o n    t a k e s    s e v e r a l 

fa c t o r s   int o   co n s i d e r a t i o n   w hil e   m a k i n g   it s   s u g g e s t i o n s   on   t h e 

pl a n   p r o p o s a l s   e. g . ,  av a i l a b i l i t y   of  r e s o u r c e s ,   a d m i n i s t r a t i v e   a n d 

t e c h n i c a l   m a n p o w e r ,   r e m o v a l   of  r e g i o n a l   im b a l a n c e s ,   ex t e n t   to 

wh i c h  r e s o u r c e s  c a n  b e  r ai s e d  fro m  in t e r n a l  a n d  ex t e r n a l  so u r c e s , 

po p u l a t i o n   of   t h e   st a t e ,   av a i l a b i l i t y   of   r a w   m a t e r i a l ,   e c o n o m i c 

co n d i t i o n s    of    t h e    p e o p l e ,    n a t i o n ’ s    t a x    p a yi n g    c a p a c i t y    a n d 

bl e n d i n g   of  t h e  sc h e m e s   in  su c h   a  w a y  t h a t   ec o n o m i c   r e s o u r c e s 

a n d   so c i a l  n e e d s   a r e   fully  m e t .   Th u s ,   t a s k   of  t h e   pl a n n e r s   is  no 

w a y  e a s y . 

 

Aft e r    t a k i n g    all    t h e s e    fa c t o r s    in t o    co n s i d e r a t i o n ,    t h e    Co m m i s s i o n 

p r e p a r e s  a  d r a f t  pl a n  w h i c h  is t h e n  wi d e l y  ci r c u l a t e d  to  t h e  Uni o n 

Mi ni s t r i e s ,  St a t e  Gov e r n m e n t s ,  t h e  p u b l i c ,  poli t i c a l  p a r t i e s  a n d  all 

co n c e r n e d   a n d   t h e i r   co m m e n t s   a n d   s u g g e s t i o n s   a r e   invi t e d .   Th e 

d r a f t  pl a n  is co n s i d e r e d  by  t h e  c e n t r a l  c a b i n e t  a n d  in t h e  st a t e s  a t 

diff e r e n t    lev e l s    b ef o r e    it   is   fin a l l y   a p p r o v e d    a s    offici a l    pl a n 

do c u m e n t 

 

Pl a n n i n g  Co m m i s s i o n  b e i n g  a n  a d vi s o r y  bo d y  h a s  no t h i n g  to  do  wi t h  t h e 

im p l e m e n t a t i o n    p a r t    of   t h e    pl a n .    It   h a s    no t   b e e n    giv e n    a n y 

r e s p o n s i b i l i t y  to di r e c t l y  a d m i n i s t e r  a n y  pl a n  p r o j e c t . 

 

It,    ho w e v e r ,    pl a y s    a    ve r y    si g n i fi c a n t    rol e    by    p r o v i d i n g    n e c e s s a r y 

info r m a t i o n    a b o u t    a c h i e v i n g    t h e    pl a n    t a r g e t s    by   givi n g    wi d e 

p u b l i c i t y   to  pl a n   obj e c t i v e s   a n d   su g g e s t i n g   w a y s   a n d   m e a n s   by 

wh i c h    hi n d r a n c e s ,    if   a n y ,    c a n    b e    r e m o v e d .    Th e    Co m m i s s i o n 

ev a l u a t e s  pl a n  p r o j e c t s  a n d  p r o g r a m m e s . 

 
 
 

Prepared by Dr.B.Geetha Bhai, Professor, Dept of Commerce KAHE, 
&Management, KAHE, Page 17 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e : 1 7C M U 6 0 4 A U N I T  – II S e m e s t e r :  VI 
Ye a r :  2017-2020B a t c h 
Co m m i t t e e   o n  Pl a n  Pr o j e c t s :   Th e  Co m m i t t e e   on  Pl a n  P r oj e c t s  w a s  s e t 

u p   in   1 9 5 6 ,   a s   a   r e s u l t   of  r e s o l u t i o n   of  N a t i o n a l   Dev e l o p m e n t 

Co u n c i l .  It  is  h e a d e d   by  Ho m e   Mi n i s t e r ,   wi t h   Pl a n n i n g   Mi ni s t e r 

a n d    De p u t y    Ch a i r m a n ,    Pl a n n i n g    Co m m i s s i o n    a s   it s   m e m b e r s . 

So m e  S t a t e  Chi e f  Mi ni s t e r s   a r e  no m i n a t e d   by  t h e  Pri m e  Mi n i s t e r 

on   t hi s   Co m m i t t e e .   Uni o n   C a b i n e t   Mi ni s t e r s   co n c e r n e d    wi t h   a 

p a r t i c u l a r  p r o j e c t  a r e  invi t e d ,  w h e n  n e c e s s a r y . 

 

Th e  Co m m i t t e e   in s p e c t s   on  t h e  sp o t  im p o r t a n t   p r o j e c t s  a p p r o v e d   by  t h e 

Co m m i s s i o n  a n d  su g g e s t s  w a y s  a n d  m e a n s  by  wh i c h  pl a n s  c a n  b e 

ex e c u t e d   effi ci e n t l y   a n d   w a s t e f u l   ex p e n d i t u r e   av oi d e d .   It  is  al s o 

ex p e c t e d    of   t h e   Co m m i t t e e    to   m a k e    t h e   r e s u l t   of   it s   st u d i e s 

av a il a b l e  to  ot h e r  p r o j e c t s ,  so  t h a t  all a r e  b e n e f i t e d  by t h a t .  It al s o 

su g g e s t s   w a y s  a n d  m e a n s   by  w hi c h  e c o n o m i e s  c a n  b e  in t r o d u c e d 

wi t h o u t  s a c r i f i c i n g  effi ci e n c y . 

 

Pr o g r a m m e Ev a l u a t i o n   Or g a n i s a t i o n : 
 

 

Pr o g r a m m e     Ev a l u a t i o n    Or g a n i s a t i o n    w a s    s e t    u p    in   1 9 5 2    wi t h    t h e 

a s s i s t a n c e     of    Fo r d    Fo u n d a t i o n .    It    fu n c t i o n s    u n d e r     ov e r    all 

su p e r v i s i o n   a n d  co n t r o l  of  Pl a n n i n g   Co m m i s s i o n   a n d  in  clo s e  co- 

op e r a t i o n    wi t h   Mi ni s t r i e s    of   Gov e r n m e n t    of   In d i a .   It   p r o v i d e s 

n e c e s s a r y  s t a t i s t i c a l  d a t a  a n d  info r m a t i o n  to t h e  Co m m i s s i o n . 

 

Th e  or g a n i s a t i o n  sc r u t i n i s e s  r e p o r t s  w hi c h  a r e  r e c e i v e d  fro m  t h e  fiel d  for 

t h e   p r e p a r a t i o n   of  fin a l   r e p o r t .   It  h a s   b e e n   all o w e d   to  fu n c t i o n 

in d e p e n d e n t l y ,   wi t h o u t   a n y  int e r f e r e n c e   fro m   ev e n   t h e   Pl a n n i n g 

Co m m i s s i o n .     Th e    or g a n i s a t i o n     is    r e q u i r e d     to    h a v e    g e n e r a l 

a p p r a i s a l   of  t h e   p r o g r e s s   of  t h e   p r o g r a m m e    a n d   co n d u c t   fiel d 

su r v e y s  wi t h  a  vie w  to  fin d i n g  ou t  t h e  eff e c t  of t h e  p r o g r a m m e   on 

t h e  life of t h e  so c i e t y . 
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Th e  or g a n i s a t i o n   is  n e i t h e r   co n c e r n e d wi t h  t h e  c h e c k i n g   of  fig u r e s   no r 

 

fin d i n g   ou t  w h e t h e r   inv e s t m e n t   b e i n g   m a d e   co m m e n s u r a t e   wi t h 

t h e  s u c c e s s   a c h i e v e d ,   b u t  is  co n c e r n e d   wi t h  fin d i n g   ou t  ho w  fa r 

t h e  m e t h o d s   b e i n g  us e d  a r e  s ui t e d  fo r  s u c c e s s f u l  im p l e m e n t a t i o n 

of t h e  p r o g r a m m e . 

 

Si n c e  it is a n  a d vi s o r y  bo d y ,  it is no t  bi n d i n g  on  t h e  go v e r n m e n t  to a c c e p t 

it s  r e c o m m e n d a t i o n s .   It  al s o  ai m s  a t  wi n n i n g   t h e  co- op e r a t i o n   of 

t h e  p e o p l e  for  co m m u n i t y  d e v e l o p m e n t  p r o g r a m m e s . 

 

Co- o r d i n a t i o n    Co m m i t t e e    fo r    Pu b l i c    Co- op e r a t i o n :    It   is   on e    of   t h e 

Advi s o r y  Co m m i t t e e s   of  t h e  Pl a n n i n g   Co m m i s s i o n   w hi c h  w a s  se t 

u p  in 1 9 5 2  wi t h  a vie w  to  wi n n i n g  t h e  co- op e r a t i o n  of t h e  p u b l i c  in 

t h e  ex e c u t i o n  of  pl a n  p r o g r a m m e s .   It  h a s  e m i n e n t  p e r s o n s   d r a w n 

fro m   diff e r e n t   w a l k s   of  life  a s   it s  m e m b e r s .   Th e   Ch a i r m a n   a n d 

De p u t y   Ch a i r m a n   of  t h e   Co m m i s s i o n   u s u a l l y   r e m a i n   a s s o c i a t e d 

wi t h  it. 

 

Advi s o r y Co m m i t t e e on Ir r i g a t i o n a n d Po w e r Pr o j e c t s : It is   a n o t h e r 
 

a d vi s o r y  co m m i t t e e   of  t h e  Co m m i s s i o n .  It  h e l p s  in  t h e  sc r u t i n y  of 

va r i o u s    sc h e m e s    p r e p a r e d     by    t h e    go v e r n m e n t     bo d i e s    a b o u t 

ir ri g a t i o n   a n d   po w e r   p r o g r a m m e s ,   incl u d i n g   t h e i r   fin a n c i a l   a n d 

t e c h n i c a l  a s p e c t s .  Mi ni s t e r  of Pl a n n i n g  is it s  Ch a i r m a n .  It incl u d e s 

r e p r e s e n t a t i v e s  fro m  Mi n i s t r i e s  of Ir r i g a t i o n  a n d  Po w e r s . 

 

Pl a n n i n g   Co m m i s s i o n ’ s   Pe r f o r m a n c e :   Pl a n n i n g   Co m m i s s i o n   is  no w   4 5 

ye a r s   ol d   a n d   d u r i n g   it s   exi s t e n c e   it  h a s   giv e n   s e v e n   Fiv eYe a r 

Pl a n s   to   t h e   co u n t r y .   Du r i n g   t h e   p e r i o d   of  it s   exi s t e n c e   it  h a s 

co n s i d e r a b l y  h e l p e d  in  t h e  g r o w t h  of n a t i o n a l  e c o n o m y ,  b u t  still  it 

suff e r s  fro m  s e v e r a l  d ef e c t s . 
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Cri t i c i s m  of Pl a n n i n g  Co m m i s s i o n :  Th e r e  is,  ho w e v e r ,  m o u n t i n g  c ri t i c i s m 

 

t h a t  Pl a n n i n g   Co m m i s s i o n   in  In d i a  h a s  fail e d  to  p e r f o r m   it s  rol e . 

Ta k e   e. g . ,   e m p l o y m e n t .    Ev e r y   ti m e    t h e   n a t i o n    is   fe d   on   t h e 

p r o m i s e  t h a t  u n e m p l o y m e n t  will b e  e n d e d  a n d  pov e r t y  e r a d i c a t e d , 

b u t  no  s u b s t a n t i a l  b r e a k -  t h r o u g h  h a s  b e e n  m a d e . 

 

Th e    n u m b e r    of   p e o p l e    livi n g    b el o w    pov e r t y    lin e    is   ve r y    hi g h    a n d 

u n e m p l o y m e n t   is  of  s e r i o u s   m a g n i t u d e .   It  is  al s o   sa i d   t h a t   t h e 

Co m m i s s i o n   h a s   obvi o u s l y   fail e d   to   pl a y   it s   rol e   of  di s t r i b u t i v e 

jus t i c e .  As  a  r e s u l t   of  pl a n s   all  h a v e  no t  b e e n   b e n e f i t e d ,   b u t  t h e 

ri c h  h a v e  b e c o m e  ri c h e r  a n d  po o r  s till po o r e r . 

 

Pl a n n i n g   Co m m i s s i o n   a n d  Ad m i n i s t r a t i o n :  Aft e r  in d e p e n d e n c e   s p h e r e   of 

st a t e  a c t i vi t y  h a s  co n s i d e r a b l y  in c r e a s e d  a n d  su c h  a c t i vi t i e s  w hi c h 

w e r e   hi t h e r t o   ou t  of  t h e  sp h e r e   of  st a t e   a c t i vi t y  h a v e  no w  co m e 

u n d e r   st a t e   p u r v i e w .   Th e r e   h a s   b e e n   co n s i d e r a b l e   inc r e a s e    in 

a d m i n i s t r a t i v e  a c t i vi t i e s  in p u b l i c  a n d  p ri v a t e  e s t a b l i s h m e n t s . 

 

Du e  to  in c r e a s e d  a c t i vi t i e s  co n t a c t  of t h e  m a s s e s  wi t h  a d m i n i s t r a t o r s  a n d 

t e c h n o c r a t s     h a s    m u c h     in c r e a s e d     a n d    t h e    rol e    of    Pl a n n i n g 

Co m m i s s i o n      in     a d m i n i s t r a t i o n      h a s     to o     ve r y     co n s i d e r a b l y 

in c r e a s e d . 

 

Th e r e     c a n    b e    no    ex p a n s i o n     in    a d m i n i s t r a t i o n     a n d    a d m i n i s t r a t i v e 

ex p e n d i t u r e   c a n n o t   b e  inc r e a s e d   wi t h o u t   Co m m i s s i o n ’ s  a p p r o v a l . 

Ev e r y  d e v e l o p m e n t a l   t a s k  m u s t  h a v e  a p p r o v a l  of  t h e  Co m m i s s i o n 

b e f o r e  it s  co m m e n c e m e n t . 
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Th e Co m m i s s i o n ’ s a p p r o v a l of t h e p r o g r a m m e s r e s u l t s in t h e 

 

e s t a b l i s h m e n t   of  sp e c i a l   fu n c t i o n a l   c a d r e s   a n d   c r e a t i o n   of  s u c h 

a d m i n i s t r a t i v e  a n d  ex e c u t i v e  se r v i c e s  a s  a r e  co n s i d e r e d  n e c e s s a r y 

fo r   t h e    su c c e s s f u l    im p l e m e n t a t i o n    of   pl a n    p r o g r a m m e s .    Civil 

se r v a n t s   a r e  to  b e  t r a i n e d   in  a  m a n n e r   t h a t  t h e y  c a n  su c c e s s f u l l y 

im p l e m e n t  pl a n  p r o j e c t s . 

 

No t  only  t hi s ,  b u t  Pl a n n i n g   Co m m i s s i o n   h a s  pl a y e d   a  si g n i fi c a n t   rol e  in 

t h e  d el e g a t i o n  of fin a n c i a l  po w e r s .  Si n c e  t h e  pl a n n i n g  h a s  b r o u g h t 

t h e   p e o p l e   a n d   a d m i n i s t r a t o r s   n e a r e r   a n d   clo s e r   to  e a c h   ot h e r , 

t h e r e f o r e ,  t h o s e  offic e r s  w h o  a r e  ev e n  a t  t h e  low e r  r a n k ,  b u t  co m e 

in   clo s e    co n t a c t    wi t h    t h e    m a s s e s ,    h a d    to   b e   d e l e g a t e d    wi t h 

d e c i s i o n - m a k i n g   po w e r s ,   so  t h a t   g r i e v a n c e s   a n d   p r o b l e m s   of  t h e 

p e o p l e   w e r e   r e d r e s s e d   a n d   solv e d   on  t h e   sp o t .   Th u s ,   t h e y   h a v e 

b e e n  m a d e  to s h o u l d e r  m o r e  r e s p o n s i b i l i t i e s . 

 

Th e   Co m m i s s i o n   h a s   al s o   pl a y e d   a  bi g   rol e   in  t h e   fiel d   of  d e m o c r a t i c 

d e c e n t r a l i s a t i o n .   It  h a s   al s o  p e r f o r m e d   its  r ol e  in  t h e   le g i sl a t i v e 

fiel d .      Ev e r y      le g i s l a t i v e      m e a s u r e ,      fin a n c i a l      p r o p o s a l      a n d 

a d m i n i s t r a t i v e   m e a s u r e   w h i c h  is  in t r o d u c e d   in  t h e  Ho u s e   h a s  a n 

ey e  on  t h e  allo c a t i o n s  of fu n d s  a n d  a c h i e v e m e n t  of t a r g e t s . 

 

No    c a b i n e t    will    us u a l l y    in t r o d u c e     a    m e a s u r e     w h i c h    h a s    fin a n c i a l 

im p l i c a t i o n s ,   b u t   wh i c h   it  fe e l s  it  c a n n o t   g e t   a p p r o v e d   fro m   t h e 

Co m m i s s i o n . 
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Achi e v e m e n t s  of Ec o n o m i c  Pl a n n i n g  in In d i a :  Ec o n o m i c  pl a n n i n g  in In d i a , 

 

fo r m a l l y  co n c e i v e d   in  1 9 5 1 ,   h a s  co m e   a  lo n g  w a y  in  h e l p i n g   t h e 

ec o n o m y    to   t a c k l e   t h e   c h a l l e n g e s    in   va r i o u s    s e c t o r s    a n d   h a s 

e n a b l e d  it to  a c h i e v e  r a p i d  e c o n o m i c  p r o g r e s s .   So m e  of t h e  m a j o r 

a c h i e v e m e n t s   of  pl a n n i n g   in  In d i a   a r e   a s   follo w s :   1.   Ec o n o m i c 

Gr o w t h :    Ec o n o m i c    pl a n n i n g    in   In d i a    h a s    b e e n    su c c e s s f u l    in 

in c r e a s i n g   t h e  n a t i o n a l  inc o m e   a n d  t h e  p e r  c a p i t a   in c o m e   of  t h e 

co u n t r y  r e s u l t i n g  in  e c o n o m i c  g r o w t h .  Th e  n e t  n a t i o n a l  in c o m e  a t 

fa c t o r   co s t   in c r e a s e d    fro m   Rs.   4 3 9 3 . 4 5   billio n   in   1 9 6 6 -   6 7   to 

Rs. 4 5 ,   7 3 3  billio n  in  2 0 1 1 - 1 2  (a t  2 0 0 4 0 5   p r i c e s ) .  Th e  p e r   c a p i t a 

in c o m e   in c r e a s e d   fro m   Rs. 8 8 7 6   to  Rs. 3 8 ,   0 4 8   d u r i n g   t h e   s a m e 

p e r i o d  (a t  2 0 0 4 - 0 5  p r i c e s ) .  Th e  av e r a g e  g r o w t h  r a t e  h a s  inc r e a s e d 

fro m  3. 5  p e r c e n t   d u r i n g   1 9 5 0  to  1 9 7 0  to  a b o u t  5. 5  p e r c e n t   af t e r 

1 9 9 0 ’ s .   Th e   e c o n o m y    r e c o r d e d    a   g r o w t h    r a t e    of   7. 8   p e r c e n t 

d u r i n g  t h e  el e v e n t h  five- ye a r  pl a n .  2. Pr o g r e s s  in Ag ri c u l t u r e :  Th e 

fir s t  fiv e- ye a r  pl a n  foc u s e d  on  a g r i c u l t u r a l  d e v e l o p m e n t .  Ho w e v e r , 

a g r i c u l t u r a l    s e c t o r    di d   no t   r e c e i v e   p ri o r i t y   in   t h e   s u b s e q u e n t 

pl a n s .  Yet,  wi t h  va r i o u s  ini ti a t i v e s  im p l e m e n t e d   in t h e  a g r i c u l t u r a l 

se c t o r    s u c h    a s   t h e    g r e e n    r e v o l u t i o n    a n d    a g r i c u l t u r a l    p r i c i n g 

poli c i e s ,  t h e r e   h a s  b e e n   a  co n s i d e r a b l e   inc r e a s e   in  t h e  ou t p u t   of 

t h e    a g r i c u l t u r a l    s e c t o r .    Th e    in d e x    of   a g r i c u l t u r a l    p r o d u c t i o n 

in c r e a s e d   fro m  8 5 . 9  in  1 9 7 0 - 7 1  to  1 6 5 . 7  in  1 9 9 9 - 2 0 0 0  (Ba s e  ye a r - 

1 9 8 1 - 8 2) .   Th e   p r o d u c t i o n   of  m a j o r   foo d   g r a i n s   w hi c h   in cl u d e s 

ri c e ,  w h e a t ,   co a r s e   c e r e a l s   a n d   p u l s e s   h a s  in c r e a s e d   fro m  7 7 . 1 4 

milli o n   to n s    in   1 9 5 8 - 5 9   to   2 5 2 . 2 2    to n s    in   2 0 1 5 1 6 .    Wit h   t h e 

in t r o d u c t i o n   of  g r e e n   r e v o l u t i o n ,   t h e   yiel d   p e r   h e c t a r e   of  foo d 

g r a i n s  h a s  inc r e a s e d   fro m  6 6 2  k g  in  1 9 5 9 - 6 0  to  2 0 5 6  k g  in  2 0 1 5 - 

1 6 .    Si m i l a r l y ,    t h e    p r o d u c t i o n    of   co m m e r c i a l    c r o p s    h a s    al s o 

r e c o r d e d   a n  in c r e a s i n g   t r e n d .  Va ri o u s  r e f o r m s   in  t h e  a g r i c u l t u r a l 
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se c t o r   s u c h   a s   t h e   Ra s h t r i y a K r i s h i B i m a Y o j a n a   a n d   Kis a n   c r e d i t 
 

c a r d s   d u r i n g   t h e  ni n t h   pl a n   a n d   N a t i o n a l   Fo o d   S e c u r i t y   Mi s s i o n 

a n d   Ra s h t r i y a K r i s h i Vi k a sY oj a n a    d u r i n g    t h e   el e v e n t h    pl a n   h a v e 

b e e n    q u i t e    su c c e s s f u l    in   im p r o v i n g    t h e    p e r f o r m a n c e    of   t h e 

a g r i c u l t u r a l   s e c t o r .   3.  In d u s t r i a l   Gr o w t h :   Ec o n o m i c   pl a n n i n g   h a s 

al s o  co n t r i b u t e d  to t h e  p r o g r e s s  of t h e  in d u s t r i a l  s e c t o r .  Th e  in d e x 

of  in d u s t r i a l  p r o d u c t i o n   inc r e a s e d   fro m  5 4 . 8  in  1 9 5 0 - 5 1  to  1 5 2 . 0 

in   1 9 6 5 - 6 6   (Ba s e    ye a r -   1 9 6 0 6 1 )    w hi c h    is   a b o u t    1 7 6    p e r c e n t 

in c r e a s e  in p r o d u c t i o n  d u r i n g  t h e  fir s t  t h r e e  five- ye a r  pl a n s . 
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It  we n t  u p  fro m  1 0 9 . 3  in  1 9 8 1 - 8 2  to  2 3 2 . 0  in  1 9 9 3 - 9 4  (Ba s e  ye a r -  1 9 8 0 - 

 

8 1 ).   Ta ki n g   2 0 0 4 - 0 5   a s   t h e   b a s e   ye a r ,   t h e   in d e x   of   in d u s t r i a l 

p r o d u c t i o n  r e c o r d e d  a n  in c r e a s e  fro m  1 0 8 . 6  in 2 0 0 5 0 6  to  1 8 1 . 1  in 

2 0 1 5 - 1 6 .    Th e    in t r o d u c t i o n    of   r ef o r m s    in    1 9 9 1    r e li e v e d    t h e 

in d u s t r i a l   s e c t o r    fro m   n u m e r o u s    b u r e a u c r a t i c    r e s t r i c t i o n s    t h a t 

w e r e   p r e v a l e n t   e a r l i e r .   Thi s  h a s   le d   to  t h e   r a p i d   g r o w t h   of  t h e 

in d u s t r i a l  s e c t o r  in  In d i a .  In d i a  h a s  m a d e  r e m a r k a b l e   p r o g r e s s   in 

co t t o n    t e x t i l e s ,    p a p e r ,    m e d i c i n e s ,    foo d    p r o c e s s i n g ,    co n s u m e r 

go o d s ,   lig h t   e n g i n e e r i n g   go o d s   e t c .  4.  P u b li c  Se c t o r :   Th e  p u b l i c 

se c t o r   pl a y e d   a   p r e d o m i n a n t    rol e   in   t h e   e c o n o m y   im m e d i a t e l y 

af t e r  t h e  in d e p e n d e n c e .   Whil e  t h e r e  w e r e  only  5  in d u s t r i a l  p u b l i c 

se c t o r   e n t e r p r i s e s   in  1 9 5 1 ,  t h e  n u m b e r   inc r e a s e d   to  2 4 4  in  1 9 9 0 

wi t h  a n  inv e s t m e n t   of  Rs. 9 9 ,  3 3 0  co r e s .  Ho w e v e r ,  t h e  n u m b e r   of 

p u b l i c   se c t o r    e n t e r p r i s e s    fell   to   2 1 7   in   M a r c h    2 0 1 0 .   Yet,   t h e 

cu m u l a t i v e  inv e s t m e n t  w e n t  u p  to  Rs. 5 ,  7 9 , 9 2 0  co r e s .  Th e  r a t i o  of 

g r o s s   p r o fi t  to  c a p i t a l   e m p l o y e d   in c r e a s e d   fro m   1 1 . 6   p e r c e n t   in 

1 9 9 1 - 9 2   to   2 1 . 5    p e r c e n t    in   2 0 0 4 - 0 5 .   H e a v y    e n g i n e e r i n g    a n d 

t r a n s p o r t   e q u i p m e n t   in d u s t r i e s   r e c o r d e d   a  1 1 7   p e r c e n t   a n d   1 1 1 

p e r c e n t   g r o w t h   r e s p e c t i v e l y   in  2 0 0 6 - 0 7   ov e r   t h e   p r e v i o u s   ye a r . 

Ver y  hi g h  p r o fi t s  w e r e  r e c o r d e d  by  p e t r o l e u m ,  t e l e c o m m u n i c a t i o n 

se r v i c e s ,   po w e r   g e n e r a t i o n ,   co a l   a n d   lig n i t e ,   fin a n c i a l   s e r v i c e s , 

t r a n s p o r t     s e r v i c e s     a n d    mi n e r a l s     a n d    m e t a l    in d u s t r i e s .     Th e 

gov e r n m e n t    h a s    eli m i n a t e d    a   n u m b e r    of   r e s t r i c t i o n s    on    t h e 

op e r a t i o n a l   a n d   fin a n c i a l   po w e r s   of  t h e   N a v a r a t n a s ,   Mi n i r a t n a s 

a n d    s e v e r a l    ot h e r    p r o f i t   m a k i n g    p u b l i c   s e c t o r    e n t e r p r i s e s .    5. 

Inf r a s t r u c t u r e :   Dev e l o p m e n t   of  inf r a s t r u c t u r e   s u c h   a s   t r a n s p o r t 

a n d   co m m u n i c a t i o n ,   po w e r ,   ir r i g a t i o n   e t c . ,   is  a  p r e - r e q u i s i t e   to 

r a p i d  e c o n o m i c   g r o w t h   a n d  d e v e l o p m e n t .   Ex p a n s i o n   of  t r a n s p o r t 

fa cili t i e s   e n a b l e s   e a s y  m o v e m e n t   of  go o d s   a n d   s e r v i c e s   a n d   al s o 
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e n l a r g e s  t h e  m a r k e t .  Ir r i g a t i o n  p r o j e c t s  co n t r i b u t e  si g n i fi c a n t l y  to 
 

r u r a l   d e v e l o p m e n t .   Po w e r   p r o j e c t s   h e l p   in  m e e t i n g   t h e   g r o w i n g 

d e m a n d   fo r  po w e r   by  bo t h   in d u s t r i a l   a n d   ho u s e h o l d   se c t o r .   Th e 

to t a l   ro a d   le n g t h   in c r e a s e d   fro m   a b o u t   4 0 0 , 0 0 0   k m   in  1 9 5 1   to 

a b o u t   4. 7  millio n  k m  in  2 0 1 1 .   In d i a  h a s  t h e  s e c o n d   la r g e s t   ro a d 

n e t w o r k  in  t h e  wo r l d  wi t h  a b o u t  5, 4 7 2 , 4 4 4   kilo m e t e r s   of  ro a d ,  a s 

on   M a r c h    3 1 ,   2 0 1 5 .    Th e   ro u t e    le n g t h    of   t h e    In d i a n    r a il w a y 

n e t w o r k   h a s   in c r e a s e d   fro m   a b o u t   5 3 , 5 9 6   k m  in  1 9 5 1   to  a b o u t 

6 4 , 4 5 0    k m    in    2 0 1 1 .    Th e    inv e s t m e n t     in    inf r a s t r u c t u r e     a s    a 

p e r c e n t a g e   of  GDP  w a s  a b o u t   5. 9  p e r c e n t   d u r i n g   t h e  t e n t h   pl a n 

a n d  inc r e a s e d  to a b o u t  7. 2  p e r c e n t  d u r i n g  t h e  el e v e n t h  pl a n . 

 

6 .  Ed u c a t i o n   a n d  H e a l t h  Ca r e : 
 

Ed u c a t i o n   a n d   h e a l t h   c a r e   a r e   co n s i d e r e d    a s   h u m a n    c a p i t a l   a s   t h e y 

co n t r i b u t e    to   inc r e a s e d    p r o d u c t i v i t y    of   h u m a n    b e i n g s .    Co n s i d e r a b l e 

p r o g r e s s   w a s  a c h i e v e d   in  t h e  e d u c a t i o n   a s  we ll  a s  h e a l t h   s e c t o r   d u r i n g 

t h e  five- ye a r  pl a n s .  Th e  n u m b e r   of  u ni v e r s i t i e s   in c r e a s e d   fro m  a b o u t  2 2 

in  1 9 5 0 - 5 1  to  2 5 4  in  2 0 0 0 - 0 1 .  Th e r e  w e r e  a b o u t  2 2  c e n t r a l  u n i v e r s i t i e s , 

3 4 5    st a t e    u n i v e r s i t i e s ,    1 2 3    d e e m e d    u n i v e r s i t i e s    a n d    a b o u t    4 1 , 4 3 5 

coll e g e s   in  2 0 1 6 .   Th e   n u m b e r   of  in s t i t u t i o n s   in  hi g h e r   e d u c a t i o n   h a s 

in c r e a s e d  to  ov e r  1 0 0  p e r c e n t  si n c e  2 0 0 8 .  Wit h  t h e  g r o w t h  in t h e  n u m b e r 

of ins t i t u t i o n s ,  t h e  lit e r a c y  r a t e  in  In d i a  h a s  in c r e a s e d   fro m  1 6 . 7  p e r c e n t 

in  1 9 5 0 - 5 1  to  7 4 . 0 4   p e r c e n t   in  2 0 1 1 .   Wit h  im p r o v e m e n t s   in  t h e  h e a l t h 

inf r a s t r u c t u r e ,   In di a   h a s   b e e n   a bl e   to  s u c c e s s f u l l y  co n t r o l   a  n u m b e r   of 

life  t h r e a t e n i n g   di s e a s e s   su c h  a s  s m a l l  pox ,  c h o l e r a ,   poli o ,  TB  e t c .  As  a 

r e s u l t ,   t h e r e   h a s   b e e n   a  fall  in  t h e   d e a t h   r a t e   fro m   2 7 . 4   p e r   t h o u s a n d 

p e r s o n s    in   1 9 5 0 - 5 1   to   7. 3   p e r    t h o u s a n d    p e r s o n s    in   2 0 1 6 .    Th e   life 

ex p e c t a n c y  h a s  in c r e a s e d  fro m  a b o u t  3 2 . 1  ye a r s  in 1 9 5 1  to 6 8 . 0 1  ye a r s  in 

2 0 1 4 .   Th e  inf a n t   m o r t a l i t y   r a t e   h a s  d e c l i n e d   fro m   1 4 9   p e r   t h o u s a n d   in 
 

1 9 6 6  to 3 7 . 4 2  p e r  t h o u s a n d  in 2 0 1 5 . 
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7 .  Gr o w t h  o f  S e r v i c e  S e c t o r : 

 

 

Se r v i c e   s e c t o r   is  t h e  ke y  co n t r i b u t o r   to  t h e  e c o n o m i c   g r o w t h   of  In d i a . 

Th e  s e r v i c e  s e c t o r   co n t r i b u t e d   to  a b o u t   5 3 . 2  p e r c e n t   of  t h e  g r o s s  val u e 

a d d e d   g r o w t h   in  2 0 1 5 - 1 6 .   Th e   co n t r i b u t i o n   of  t h e   IT  s e c t o r   to  In d i a ’ s 

GDP  in c r e a s e d   fro m  a b o u t   1. 2  p e r c e n t   in  1 9 9 8   to  9. 5  p e r c e n t   in  2 0 1 5 . 

Th e  se r v i c e  s e c t o r  h a s  r e c o r d e d   a  g r o w t h  r a t e  of a b o u t  1 3 8 . 5  p e r c e n t   in 

t h e  la s t  d e c a d e .   Fi n a n c i a l   se r v i c e s ,   in s u r a n c e ,   r e a l  e s t a t e   a n d   b u s i n e s s 

se r v i c e s   a r e   so m e   of  t h e   le a d i n g   se r v i c e s   t h a t   h a v e   b e e n   r e c o r d i n g   a 

ro b u s t   g r o w t h   in  t h e   p a s t   fe w   ye a r s .   Th e   r a p i d   g r o w t h   of  t h e   s e r v i c e 

se c t o r  in In d i a  co u l d  b e  a t t r i b u t e d  to  t h e  inflo w  of h u g e  a m o u n t  of FDI  in 

t hi s  s e c t o r .  In d i a ’ s  s h a r e   of  s e r v i c e  ex p o r t s   in  t h e  wo r l d  s e r v i c e  ex p o r t s 

h a s  inc r e a s e d  fro m  0. 6  p e r c e n t  in 1 9 9 0  to  3. 3  p e r c e n t  in 2 0 1 1 .  8. S a vi n g s 

a n d   Inv e s t m e n t :   S a v i n g s   a n d   Inv e s t m e n t s   a r e   m a j o r   d r i vi n g   fo r c e s   of 

ec o n o m i c  g r o w t h .  Th e  g r o s s  do m e s t i c  sa vi n g s  in  In d i a  a s  a  p r o p o r t i o n  of 

GDP  h a s  in c r e a s e d   fro m  8. 6  p e r c e n t   in  1 9 5 0 - 5 1  to  a b o u t   3 0  p e r c e n t   in 

2 0 1 2 - 1 3 .  Th e  g r o s s  c a p i t a l  fo r m a t i o n   h a s  in c r e a s e d   fro m  8. 4  p e r c e n t   in 
 

1 9 5 0 - 5 1  to 3 4 . 7 0  in 2 0 1 2 - 1 3 .  C a p i t a l  a c c u m u l a t i o n  is t h e  ke y  to e c o n o m i c 

d e v e l o p m e n t .   It  h e l p s   in  a c h i e v i n g   r a p i d   ec o n o m i c   g r o w t h   a n d   h a s   t h e 

a b i li t y  to b r e a k  t h e  vicio u s  ci r c l e  of po v e r t y . 

 

9 .  S c i e n c e   a n d  T e c h n o l o g y : 
 

 

In d i a  is  t h e  t hi r d  m o s t  p r e f e r r e d   d e s t i n a t i o n  fo r  t e c h n o l o g y  inv e s t m e n t s . 

It   is   a m o n g   t h e   to p   m o s t   co u n t r i e s   in   sci e n t i fi c   r e s e a r c h    a n d   s p a c e 

ex p l o r a t i o n .   In d i a   is  al s o  m a k i n g   r a p i d   p r o g r e s s   in  n u c l e a r   t e c h n o l o g y . 

ISR O  h a s  m a d e  a  r e c o r d  of la u n c h i n g  1 0 4  sa t e l l i t e s  in  on e  go  on  a  si n g l e 

ro c k e t .  In d i a  to d a y  h a s  t h e  t hi r d  la r g e s t  sci e n t i f i c  m a n p o w e r   af t e r  U. S .A 

a n d   Ru s s i a .   Th e  go v e r n m e n t   h a s   u n d e r t a k e n   va r i o u s   m e a s u r e s   su c h   a s 

se t t i n g    u p    of   n e w    in s t i t u t i o n s    for   sci e n c e    e d u c a t i o n    a n d    r e s e a r c h , 

la u n c h i n g   t h e   t e c h n o l o g y   a n d   in n o v a t i o n   poli c y  in  2 0 1 3 ,   st r e n g t h e n i n g 
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t h e   infr a s t r u c t u r e    fo r   r e s e a r c h    a n d   d e v e l o p m e n t    in   u n i v e r s i t i e s ,   a n d 

 

e n c o u r a g i n g   p u b l i c -  p r iv a t e   p a r t n e r s h i p   e t c .  1 0 .  Fo r e i g n   Tr a d e :   On  t h e 

ev e     of    in d e p e n d e n c e ,     In d i a ’ s     p ri m a r y     ex p o r t s     we r e     a g r i c u l t u r a l 

co m m o d i t i e s   a n d  UK  a n d  U S  w e r e  it s  m a j o r  t r a d i n g   p a r t n e r s .   In d i a  w a s 

la r g e l y   d e p e n d e n t   on  ot h e r   co u n t r i e s   for  va r i o u s   c a p i t a l   a n d   co n s u m e r 

go o d s .   Ho w e v e r ,   wi t h   t h e   d e v e l o p m e n t   of  h e a v y   in d u s t r i e s   d u r i n g   t h e 

five- ye a r   pl a n s ,   In d i a  h a s  b e e n   a b l e  to  r e d u c e   it s  d e p e n d e n c e   on  ot h e r 

co u n t r i e s     a n d    w a s    a b l e    to    a c h i e v e    s e lf- r e li a n c e     in    a    n u m b e r     of 

co m m o d i t i e s .   Wit h   t h e   lib e r a l i s a t i o n   of  t r a d e ,   In d i a   no w   ex p o r t s   a b o u t 

7 5 0 0   co m m o d i t i e s   to   a b o u t   1 9 0   co u n t r i e s   a n d   it  im p o r t s   a b o u t   6 0 0 0 

co m m o d i t i e s    fro m    a b o u t    1 4 0    co u n t r i e s .    Th e   ex p o r t s    of   t h e   co u n t r y 

in c r e a s e d   fro m  Rs.  5 4 . 0 8   billio n  in  1 9 7 7 -  7 8  to  Rs.  1 7 , 1 4 4 . 2 4   billio n  in 

2 0 1 5 - 1 6 .  And  im p o r t s  h a v e  in c r e a s e d  fro m  Rs.  6 0 . 2 0  billio n  in 1 9 7 7 - 7 8  to 

Rs.  2 4 ,  8 5 9 . 2 7  billio n  in  2 0 1 5 - 1 6 .  S h o r t c o m i n g s   of Ec o n o m i c  Pl a n n i n g  in 

In d i a :  1.  Slo w  Gr o w t h :   Th e  pl a n n i n g   p r o c e s s   in  In d i a   h a s   b e e n   a b l e   to 

a c h i e v e   co n s i d e r a b l e   in c r e a s e    in   t h e   n a t i o n a l   in c o m e   a n d   p e r   c a p i t a 

in c o m e .    Yet,   t h e    r a t e    of   inc r e a s e    h a s    b e e n    slo w    a s    co m p a r e d    to 

d e v e l o p i n g   co u n t r i e s   lik e  Chi n a ,  w hi c h  h a v e  b e e n   a b l e  to  a c h i e v e   m o r e 

t h a n   1 0  p e r c e n t   g r o w t h   r a t e   co n s i s t e n t l y .   In d i a   w a s   a b l e   to  a c h i e v e   a 

g r o w t h  r a t e  of onl y  a b o u t  4  to  5  p e r c e n t  d u r i n g  t h e  p r e - r e f o r m  p e r i o d .  It 

w a s   only   d u r i n g   t h e   po s t   r e f o r m   p e r i o d   t h a t   is   af t e r   1 9 9 1 ,   t h a t   t h e 

co u n t r y  co u l d  ex p e r i e n c e   a  g r o w t h   r a t e  of  ov e r  7  p e r c e n t .  2.  N e g l e c t  of 

Ag ri c u l t u r e :  Th e  five  ye a r  pl a n s  fail e d  to  p a y  a t t e n t i o n  to  t h e  a g r i c u l t u r a l 

se c t o r   ex c e p t   for   t h e   fir s t   five y e a r   pl a n .   As  a  r e s u l t ,   t h e   a g r i c u l t u r a l 

g r o w t h    r a t e   d e c l i n e d    fro m   3. 6 2   p e r c e n t    in   1 9 9 1 - 9 2   to   0. 8 1   p e r c e n t 

d u r i n g  2 0 0 9 - 1 0 .  An d  t h e  s h a r e  of a g r i c u l t u r e  in GDP  d e c l i n e d  fro m  a b o u t 

5 0  p e r c e n t   d u r i n g   1 9 5 0 - 5 1  to  a b o u t   1 6  p e r c e n t   of  t h e  GDP  in  2 0 1 5 .   3. 

Un e m p l o y m e n t :  \ 
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Th e  pl a n s  h a v e  fail e d  to a d d r e s s  t h e  p r o b l e m  of u n e m p l o y m e n t  w hi c h  is a 

 

c a u s e    of   m a n y    so c i a l   evil s .   Th e   u n e m p l o y m e n t    r a t e    h a s    m a r g i n a l l y 

r e d u c e d  fro m  8. 3 5  p e r c e n t  d u r i n g  1 9 7 2 7 3  to  a b o u t  6. 5 3  p e r c e n t  in 2 0 0 9 - 

1 0 .  It  w a s  a b o u t   4. 1 9  p e r c e n t   in  2 0 1 3 .  Th e  g r o w t h   r a t e   of  e m p l o y m e n t 

h a s   r e c o r d e d   a  d e c li n e   fro m   2. 6 1   p e r c e n t   in  1 9 7 2 - 7 3   to  1. 5 0   p e r c e n t 

d u r i n g   2 0 0 9 - 1 0 .  Th e  e m p l o y m e n t   in  p r i m a r y   se c t o r   r e c o r d e d   a  n e g a t i v e 

g r o w t h   r a t e   of  0. 1 3  p e r c e n t   in  2 0 0 9 - 1 0 .  4.  Wid e s p r e a d   Pov e r t y :  F a il u r e 

to   a d d r e s s   t h e   p r o b l e m   of  u n e m p l o y m e n t   h a s   r e s u l t e d   in  wi d e s p r e a d 

pov e r t y  in  t h e  co u n t r y .  Th e  fir s t  fou r  pl a n s  fail e d  to  a d d r e s s  t h e  p r o b l e m 

of po v e r t y .  It  w a s  only  d u r i n g  t h e  fift h  five- ye a r  pl a n  t h a t  m e a s u r e s   w e r e 

t a k e n  to  t a c k l e  po v e r t y  di r e c t l y  by in t r o d u c i n g  va r i o u s  po v e r t y  all e vi a t i o n 

p r o g r a m m e s .   Th e s e   p r o g r a m m e s ,   ho w e v e r ,   h a v e   a c h i e v e d   only  li mi t e d 

su c c e s s .   Th e  pov e r t y   r a t e   in  In di a  d e c l i n e d   fro m  a b o u t   2 6 . 1  p e r c e n t   in 
 

2 0 0 0   to  2 1 . 9  p e r c e n t   in  2 0 1 1 .  5.  Infl a t i o n :  Pov e r t y  is  a g g r a v a t e d   u n d e r 
 

t h e   si t u a t i o n   of   infl a t i o n .   Th e   five- ye a r   pl a n s   h a v e   no t   b e e n   a b l e   to 

st a b i l i s e   t h e   p ri c e s   d u e   to   w hi c h   t h e r e   h a s   b e e n   a   st e e p   ri s e   in   t h e 

g e n e r a l   p r i c e s .   Th e   infl a t i o n   r a t e   w a s   a r o u n d   1 0   p e r c e n t   in  2 0 1 2 .   6. 

Risi n g   In e q u a l i t y :   Wit h   r a p i d   e c o n o m i c   g r o w t h ,   t h e   co u n t r y   h a s   b e e n 

wi t n e s s i n g  a  ris e  in t h e  lev e l  of in e q u a l i t y .  It h a s  b e e n  e s t i m a t e d  t h a t  t h e 

ri c h e s t   1  p e r c e n t   ow n   a b o u t   5 8  p e r c e n t   of  t h e   co u n t r y ’ s   w e a l t h .   Po o r 

p e r f o r m a n c e   of  t h e  a g r i c u l t u r a l   s e c t o r   a n d   la c k  of  inv e s t m e n t s   in  r u r a l 

inf r a s t r u c t u r e     a r e     ci t e d     a s    t h e     p ri m a r y     r e a s o n     for    s u c h     ri si n g 

in e q u a l i t i e s .   7.   Poli t i c a l   In s t a b i l i t y :   Poli ti c a l   ins t a b i l i t y   a n d   in e ffi c i e n t 

a d m i n i s t r a t i o n  a r e  t h e  m a j o r  h u r d l e s  in  su c c e s s f u l  im p l e m e n t a t i o n  of t h e 

pl a n s .   Tho u g h   t h e   pl a n s   a r e   for m u l a t e d   af t e r   co m p l e t e   a n a l y s i s   of  t h e 

ec o n o m i c   si t u a t i o n ,   m o s t  of  t h e  pl a n s   fail  to  a c h i e v e   t h e  t a r g e t s   d u e  to 

in e ffi c i e n t   a d m i n i s t r a t i o n ,   co r r u p t i o n ,   ve s t e d   in t e r e s t s   a n d   r e d   t a p i s m . 

Th e  a c h i e v e m e n t s   a n d  fail u r e s   of  t h e  e c o n o m i c   pl a n n i n g   in  In d i a ,  t h u s , 

r e v e a l  t h e  u n d e r l y i n g  g a p s  in t h e  p r o c e s s  of pl a n n i n g .  It is a n  u n d e n i a b l e 
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fa c t  t h a t   t h e  cu r r e n t   lev e l  of  g r o w t h   a n d   d e v e l o p m e n t   t h a t   t h e  co u n t r y 

 

h a s    a c h i e v e d    co u l d    no t    h a v e    b e e n    po s s i b l e    wi t h o u t    pl a n n i n g .    Yet, 

sy s t e m a t i c    a n d    effi ci e n t    im p l e m e n t a t i o n    of   t h e    pl a n s    a n d    s t r a t e g i c 

poli c i e s  to  t a c k l e  t h e  p r o b l e m   of  u n e m p l o y m e n t   a n d  pov e r t y  co u l d  t a k e 

t h e  co u n t r y  to  g r e a t e r  h e i g h t s .  It is st r o n g l y  b e li e v e d  t h a t  t h e  NITI  Aayo g 

wo u l d  a d d r e s s   t h e s e   g a p s   t h a t   exi s t e d   in  t h e  pl a n n i n g   p r o c e s s   in  In d i a 

a n d  wo u l d  st r i v e  to b u il d  a vib r a n t  e c o n o m y  ov e r  t h e  ye a r s . 

 
 
 
 
I m p o r t  S u b s t i t u t i o n   I n d u s t r i a l i z a t i o n   (I S I ) 

 

 

Wh a t  is  'I m p o r t   Su b s t i t u t i o n   In d u s t r i a l i z a t i o n   (ISI) ' ?  Im p o r t   su b s t i t u t i o n 

in d u s t r i a l i z a t i o n    is   a   t h e o r y    of   e c o n o m i c s    ty pi c a l l y    a d h e r e d    to    by 

d e v e l o p i n g   co u n t r i e s   or  e m e r g i n g - m a r k e t   n a t i o n s   t h a t   s e e k  to  d e c r e a s e 

t h e i r    d e p e n d e n c e     on    d e v e l o p e d    co u n t r i e s    a n d    inc r e a s e     t h e i r    s elf- 

suffi ci e n c y .   Th e   t h e o r y   t a r g e t s   t h e   p r o t e c t i o n   a n d   in c u b a t i o n   of  n e w l y 

fo r m e d    do m e s t i c    in d u s t r i e s    to    fully    d e v e l o p    se c t o r s    so    t h e    go o d s 

p r o d u c e d   a r e   co m p e t i t i v e   wi t h   im p o r t e d   go o d s .   Un d e r   ISI  t h e o r y ,   t hi s 

p r o c e s s  m a k e s  loc a l  e c o n o m i e s  s elf- s uffi ci e n t . 

 

'I m p o r t  Su b s t i t u t i o n  In d u s t r i a l i z a t i o n  (ISI) ' 
 

 

Th e  ISI t h e o r y  e m e r g e d  in La t i n  Am e r i c a n  co u n t r i e s  follo w i n g  Wo r l d  Wa r 

II.  Th e  p ri m a r y  go a l  of  t h e  im p l e m e n t e d   t h e o r y  is  to  p r o t e c t ,  st r e n g t h e n 

a n d   g r o w   loc a l   in d u s t r i e s   u si n g   a  va r i e t y   of  t a c t i c s ,   in cl u d i n g   t a r i ff s , 

im p o r t     q u o t a s     a n d     s u b s i d i z e d     gov e r n m e n t     lo a n s .     Co u n t r i e s     t h a t 

im p l e m e n t   t hi s  t h e o r y  a t t e m p t   to  s h o r e  u p  p r o d u c t i o n  ch a n n e l s  for  e a c h 

st a g e   of  a  p r o d u c t ' s   d e v e l o p m e n t .   Thi s  t h e o r y   r u n s   di r e c t l y   co u n t e r   to 

co m p a r a t i v e  a d v a n t a g e ,   w hi c h  is  w h e n  co u n t r i e s  s p e c i a l i z e  in  p r o d u c i n g 

go o d s  a t  a low e r  op p o r t u n i t y  co s t  a n d  ex p o r t  t h e m . 
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ISI  poli c i e s  w e r e   ini t i a l l y  im p l e m e n t e d   by  co u n t r i e s   in  t h e  glo b a l  so u t h , 

 

wh e r e    t h e    int e n t i o n    w a s    to   d e v e l o p    s elf- suffi ci e n c y    by   c r e a t i n g    a n 

in t e r n a l   m a r k e t   wi t h i n   e a c h   co u n t r y .   Th e   s u c c e s s   of  ISI   poli c i e s   w a s 

fa cili t a t e d  by  s u b s i d i z i n g  p r o m i n e n t  in d u s t r i e s  su c h  a s  po w e r  g e n e r a t i o n 

a n d   a g r i c u l t u r e ,   a s  w e ll  a s  s u b s i d i z i n g   n a t i o n a l i z a t i o n ,   g r e a t e r   t a x a t i o n 

a n d  p r o t e c t i o n i s t  t r a d e  poli c i e s .  Dev e l o p i n g  co u n t r i e s  slo w l y  t u r n e d  a w a y 

fro m   ISI  in  t h e  1 9 8 0 s   a n d   1 9 9 0 s   af t e r   in si s t e n c e   w a s  pl a c e d   on  gl o b a l 

m a r k e t - d ri v e n     lib e r a l i z a t i o n ,     a     co n c e p t     b a s e d     on     t h e     s t r u c t u r a l 

a d j u s t m e n t   p r o g r a m s   of  t h e  In t e r n a t i o n a l  Mo n e t a r y  F u n d  a n d  t h e  Wo rl d 

Ba n k . 

 

In d u s t r i a l  P o l i c y 
 

 

In d u s t r i a l   poli c y   is   a   do c u m e n t    t h a t   se t s   t h e   to n e   in   im p l e m e n t i n g , 

p r o m o t i n g   t h e   r e g u l a t o r y   rol e s   of  t h e   go v e r n m e n t .   It  w a s   a n   effo r t   to 

ex p a n d    t h e   in d u s t r i a l i z a t i o n    a n d   u p lif t   t h e   e c o n o m y    to   it s   d e s e r v e d 

h e i g h t s .    It   si g n i fi e d    t h e    involv e m e n t    of   In d i a n    gov e r n m e n t    in   t h e 

d e v e l o p m e n t  of in d u s t r i a l  se c t o r . 

 

Wit h   t h e   in t r o d u c t i o n   of  n e w   e c o n o m i c   poli c i e s ,   t h e   m a i n   ai m   of  t h e 

gov e r n m e n t   w a s  to  fr e e  t h e  In d i a n  in d u s t r y  fro m  t h e  ch a i n s  of lic e n s i n g . 

Th e   r e g u l a t o r y    r ol e s   of   t h e   In d i a n    gov e r n m e n t    r e f e r   to   t h e   poli ci e s 

to w a r d s     in d u s t r i e s ,     t h e i r     e s t a b l i s h m e n t s ,     t h e i r     fu n c t i o n i n g ,     t h e i r 

ex p a n s i o n ,  t h e i r  g r o w t h  a s  w el l a s  t h e i r  m a n a g e m e n t . 

 

In d u s t r i a l   g r o w t h    of   a   co u n t r y    is   g ui d e d    a n d   r e g u l a t e d    t h r o u g h    it s 

in d u s t r i a l   poli c i e s .   Le t’ s   u n d e r s t a n d    t h e   jou r n e y   of   va r i o u s   in d u s t r i a l 

poli c i e s 

 

I.  In d u s t r i a l  Poli c y  of  1 9 4 8  Th e  fir s t  in d u s t r i a l  poli c y  af t e r  in d e p e n d e n c e 

w a s  a n n o u n c e d  on  6 t h  Ap ril 1 9 4 8 .  It w a s  p r e s e n t e d  by Dr S h y a m a  Pr a s a d 

Mu k h e r j e e   t h e n   In d u s t r y   Mi n i s t e r .   Th e  m a i n   go a l  of  t hi s  poli c y  w a s   to 
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a c c e l e r a t e   t h e   in d u s t r i a l   d e v e l o p m e n t   by  int r o d u c i n g   a  mix e d   e c o n o m y 

 

wh e r e   t h e   p r i v a t e   a n d   p u b l i c   s e c t o r   w a s   a c c e p t e d   a s  im p o r t a n t   in  t h e 

d e v e l o p m e n t    of   t h e    e c o n o m y .    It   sa w    In d i a n    e c o n o m y    in   so c i a l i s t i c 

p a t t e r n s .  Th e  la r g e  in d u s t r i e s  w e r e  cl a s s i fi e d  int o  fo u r  c a t e g o r i e s : 

 

In d u s t r i e s wi t h    ex c l u s i v e S t a t e Mo n o p o l y / S t r a t e g i c in d u s t r i e s : It 

in cl u d e d in d u s t r i e s e n g a g e d in  t h e   a c t i vi t y   of  a t o m i c e n e r g y ,   r a il w a y s 

a n d  a r m s  a n d  a m m u n i t i o n . 
 

 

In d u s t r i e s   wi t h  Gov e r n m e n t   co n t r o l :  Thi s  c a t e g o r y  inc l u d e d   in d u s t r i e s 

of n a t i o n a l im p o r t a n c e . 1 8 s u c h c a t e g o r i e s w e r e m e n t i o n e d in t hi s 

c a t e g o r y  su c h  a s  fe r t i li z e r s ,  h e a v y  m a c h i n e r y ,  d ef e n c e  e q u i p m e n t ,  h e a v y 

ch e m i c a l s ,  e t c . 

 

In d u s t r i e s wi t h   Mix e d   s e c t o r :   Thi s  c a t e g o r y in cl u d e d in d u s t r i e s t h a t 

w e r e   allo w e d   to  op e r a t e in d e p e n d e n t l y   in  p r i v a t e   or  p u b l i c  se c t o r .   Th e 

gov e r n m e n t w a s  all o w e d   to  r e vi e w  t h e  sit u a t i o n   to  a c q u i r e   a n y  exi s t i n g 

p ri v a t e  u n d e r t a k i n g . 
 

 

In d u s t r y  in  t h e  P riv a t e  s e c t o r :  In d u s t r i e s  w hi c h  w e r e  no t  m e n t i o n e d   in 

t h e  a b o v e  c a t e g o r i e s  fall in t o  t hi s  c a t e g o r y .  Hi g h  im p o r t a n c e  w a s  g r a n t e d 

to  s m a l l  b u s i n e s s e s  a n d  s m a l l  in d u s t r i e s ,  le a d i n g  to t h e  u tiliz a t i o n  of loc a l 

r e s o u r c e s  a n d  c r e a t i n g  e m p l o y m e n t . 

 

II.  In d u s t r i a l  P o l i c y  R e s o l u t i o n ,  1 9 5 6 
 

 

Thi s  s e c o n d in d u s t r i a l   poli c y  w a s   a n n o u n c e d on  Ap ril  2 0 ,  1 9 5 6 ,   w hi c h 

r e p l a c e d  t h e  poli c y  of 1 9 4 8 .  Th e  fe a t u r e s  of t hi s  poli c y  w e r e : 

 

A n e w  cl a s s i fi c a t i o n  of In d u s t r i e s . 
 

 

No n - di s c r i m i n a t o r y  a n d  fai r  t r e a t m e n t   for  t h e  p r i v a t e  s e c t o r . P r o m o t i o n 

of vill a g e  a n d  s m a l l- sc a l e  in d u s t r i e s . 
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To a c h i e v e  d e v e l o p m e n t  by r e m o v i n g  r e g i o n a l  di s p a r i t y . 
 

 

La b o u r  w e lf a r e . 
 

 

Th e  IRDA divi d e d  in d u s t r i e s  in t o  t h r e e  c a t e g o r i e s : 
 

 

Sc h e d u l e  A in d u s t r i e s :  Th e  in d u s t r i e s  t h a t  w e r e  u n d e r  t h e  m o n o p o l y  of 

t h e  st a t e  or  gov e r n m e n t .  It  inc l u d e d  7  in d u s t r i e s .  Th e  p r i v a t e  s e c t o r  w a s 

al s o  int r o d u c e d  in t hi s  in d u s t r i e s  if n a t i o n a l  in t e r e s t  r e q u i r e d . 
 

 

Sc h e d u l e B  in d u s t r i e s : In  t hi s   c a t e g o r y of  in d u s t r i e s , t h e st a t e w a s 

all o w e d   to  e s t a b l i s h   n e w  u ni t s  b u t  t h e  p r iv a t e   s e c t o r   w a s  no t  d e n i e d   to 

se t u p or ex p a n d exi s t i n g u n i t s e. g . ch e m i c a l in d u s t r i e s , fe r t il i z e r , 

sy n t h e t i c ,  r u b b e r ,  al u m i n i u m  e t c . 

 

Sc h e d u l e C  in d u s t r i e s :   So  t h e   in d u s t r i e s t h a t   w e r e   no t  a  p a r t   of  t h e 

a b o v e - m e n t i o n e d in d u s t r i e s t h e n it for m e d  a p a r t of Sc h e d u l e C 

in d u s t r i e s . 
 

 

To s u m m a r i z e ,  t h e  poli c y  of 1 9 5 6  in  wh i c h  t h e  st a t e  w a s  giv e n  a  p r i m a r y 

rol e  for  in d u s t r i a l   d e v e l o p m e n t   a s  c a p i t a l  w a s  sc a r c e   a n d  b u s i n e s s   w a s 

no t  st r o n g . 

 

III .  In d i a n  P o l i c y  S t a t e m e n t ,   1 9 7 3 
 

 

In d i a n   Poli c y  St a t e m e n t   of  1 9 7 3   id e n t i f i e d   hi g h   p ri o r i t y  in d u s t r i e s   wi t h 

inv e s t m e n t    fro m   la r g e   in d u s t r i a l   ho u s e s   a n d   fo r e i g n   co m p a n i e s   w e r e 

p e r m i t t e d .   La r g e   in d u s t r i e s   w e r e   p e r m i t t e d   to  st a r t   op e r a t i o n s   in  r u r a l 

a n d  b a c k w a r d   a r e a s  wi t h  a  vi e w  to  d e v e l o p i n g  t h o s e  a r e a s  a n d  e n a b l i n g 

t h e  g r o w t h  of s m a l l  in d u s t r i e s  a r o u n d .  An d  so  t h e  b a s i c  fe a t u r e s  of In d i a n 

Poli c y  St a t e m e n t  w e r e : 

 

Th e  poli c y  w a s  di r e c t e d   to w a r d s   r e m o v i n g   t h e  di s t o r t i o n s ,  it  p r o v i d e d 

fo r  clo s e r  int e r a c t i o n  b e t w e e n  a g r i c u l t u r e  a n d  in d u s t r i a l  se c t o r . 
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Pri o r i t y  w a s  giv e n  to w a r d s  g e n e r a t i o n  a n d  t r a n s m i s s i o n  of po w e r . 

Th e  lis t  of in d u s t r i e s  r e s e r v e d  fo r  t h e  s m a l l- sc a l e  s e c t o r  w a s  ex p a n d e d . 

Sp e c i a l le g i sl a t i o n w a s m a d e to p r o t e c t co t t a g e a n d ho u s e h o l d 
 

in d u s t r i e s  w e r e  in t r o d u c e d . 
 

 

III. In d i a n  Poli c y  St a t e m e n t  1 9 7 7  In d i a n  Poli c y  St a t e m e n t  w a s  a n n o u n c e d 

by Ge o r g e  F e r n a n d e s  t h e n  u ni o n  in d u s t r y  mi n i s t e r  of t h e  p a r l i a m e n t .  Th e 

hi g h l i g h t s  of t hi s  poli c y  a r e : 

 

A] Ta r g e t  on  t h e  d e v e l o p m e n t  of s m a l l- sc a l e  a n d  co t t a g e  in d u s t r i e s . 
 

 

Ho u s e h o l d  a n d  co t t a g e  in d u s t r i e s  fo r  s elf- e m p l o y m e n t . 

Tiny  se c t o r  inv e s t m e n t  u p  to 1 lak h s . 

S m a l l s c a l e  in d u s t r i e s  fo r  inv e s t m e n t  u p  to 1- 1 5  la k h s . 

B] La r g e - sc a l e  se c t o r 

Ba s i c in d u s t r i e s : inf r a s t r u c t u r e a n d d e v e l o p m e n t of  s m a l l- sc a l e a n d 

vill a g e  in d u s t r i e s . 

 

C a p i t a l go o d s in d u s t r i e s : m e e t i n g t h e r e q u i r e m e n t of co t t a g e 

in d u s t r i e s . 

 

Hi g h t e c h n o l o g i c a l in d u s t r i e s : d e v e l o p m e n t of a g r i c u l t u r e a n d 

s m a l l s c a l e  in d u s t r i e s  su c h  a s  p e t r o c h e m i c a l s ,  fe r t i li z e r s  a n d  p e s t i c i d e s . 

 

C] Re s t r i c t  t h e  co n t r o l  of bi g  b u s i n e s s  ho u s e s . 

D] Rol e  of t h e  p u b l i c  s e c t o r : 

Dev e l o p m e n t  of a n c i l l a r y  in d u s t r i e s . 
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To  m a k e   av a i l a b l e   ex p e r t i s e in  t e c h n o l o g y   a n d   m a n a g e m e n t in  s m a l l 
 

a n d  co t t a g e  in d u s t r i e s . 
 

 

E] Re viv a l  a n d  r e h a b i l i t a t i o n  of sic k  u ni t s . 

V. In d u s t r i a l  Poli c y ,  1 9 8 0 

Th e  Co n g r e s s  gov e r n m e n t   a n n o u n c e d   t hi s  poli c y  on  July  2 3 r d ,  1 9 8 0 .  Th e 

fe a t u r e s  of t hi s  poli c y  a r e : 

 

Pr o m o t i o n  of b a l a n c e d  g r o w t h . 
 

 

Ex t e n s i o n  a n d  si m p l i fi c a t i o n  of a u t o m a t i c  ex p a n s i o n . 

Ta ki n g  ov e r  in d u s t r i a l  sic k  u ni t s . 

Re g u l a t i o n   a n d  co n t r o l  of  u n a u t h o r i z e d   ex c e s s   p r o d u c t i o n   c a p a b i l i t i e s 

in s t a l l e d  for  in d u s t r i a l  ho u s e s . 

 

Re d e f i n i n g  t h e  rol e  of s m a l l- sc a l e  u n i t s . 
 

 

Im p r o v i n g  t h e  p e r f o r m a n c e  of t h e  p u b l i c  s e c t o r . 
 

 

VI. N e w  In d u s t r i a l  Poli c y ,  1 9 9 1  Th e  fe a t u r e s  of NI P ,  1 9 9 1  a r e  a s  follo w s : 
 

 

Pu b l i c  se c t o r  d e- r e s e r v a t i o n   a n d  p ri v a t i z a t i o n  of  p u b l i c  se c t o r  t h r o u g h 

di si n v e s t m e n t . 

 

In d u s t r i a l  lic e n s i n g . 
 

 

Am e n d m e n t s to  Mo n o p o l i e s a n d Re s t r i c t i v e Tr a d e Pr a c t i c e s (MRT P ) 

Act, 1 9 6 9 . 

 

Lib e r a l i s e d  Fo r e i g n  Inv e s t m e n t  Poli c y . 

Fo r e i g n  Te c h n o l o g y  Ag r e e m e n t s  (FTA). 
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Dil u t i o n of p r o t e c t i o n to SSI a n d e m p h a s i s on co m p e t i t i v e n e s s 
 

e n h a n c e m e n t . 
 

 

Th e   all- a r o u n d   c h a n g e s   int r o d u c e d   in  t h e   in d u s t r i a l   poli c y   fr a m e w o r k 

h a v e  giv e n  a  n e w  di r e c t i o n  to  t h e  fut u r e  in d u s t r i a l i z a t i o n  of t h e  co u n t r y . 

Th e r e   a r e   e n c o u r a g i n g   t r e n d s   on  div e r s e   fro n t s .   In d u s t r i a l   g r o w t h   w a s 

1. 7  p e r c e n t   in  1 9 9 1 - 9 2  t h a t  h a s  in c r e a s e d   to  9. 2  p e r c e n t   in  2 0 0 7 0 8 . T h e 

in d u s t r i a l   st r u c t u r e    is   m u c h   m o r e   b a l a n c e d .   Th e   im p a c t   of  in d u s t r i a l 

r e f o r m s   is  r e fl e c t e d   in  m u l t i p l e  in c r e a s e s   in  inv e s t m e n t   e n vi s a g e d ,   bo t h 

do m e s t i c  a n d  fo r e i g n . 

 

ECO N O M I C  RE F O R M S  SI N C E  1 9 9 1 
 

 

Ec o n o m i c    R e f o r m s :   Ec o n o m i c   r ef o r m s   or   st r u c t u r a l   a dj u s t m e n t   is  a 

lon g  t e r m   m u l t i  di m e n s i o n a l   p a c k a g e   of  va r i o u s   poli ci e s  (Li b e r a l i s a t i o n , 

p ri v a t i s a t i o n   a n d   gl o b a l i s a t i o n )   a n d   p r o g r a m m e   for  t h e   s p e e d y   g r o w t h , 

effi ci e n c y  in  p r o d u c t i o n  a n d  m a k e  a  co m p e t i t i v e  e n v i r o n m e n t .   Ec o n o m i c 

r e f o r m s  we r e  a d o p t e d  by In d i a n  Gov t .  in 1 9 9 1 . 
 

 

F a c t o r ’ s   r e s p o n s i b l e   fo r  E c o n o m i c   r e f o r m s .   1.  F a ll  in  for e i g n   ex c h a n g e 
 

r e s e r v e   :  a s   im p o r t s   g r e w   fa s t e r   t h a n   ex p o r t s   2.   Adv e r s e   b a l a n c e   of 

p a y m e n t s   r e s u l t e d   r e p a y m e n t   c ri si s   3.  Mo u n t i n g   fisc a l   d e fi c i t   a s   gov t . 

ex p e n d i t u r e   g r e w   fa s t e r   t h a n   r e v e n u e   4.  Ris e  in  p r i c e s ,   w hi c h   h a s   t h e 

n e g a t i v e  im p a c t  on  Inv e s t m e n t .  5. F a il u r e  of p u b l i c  e n t e r p r i s e s : -  ve r y  low 

r e t u r n  on  hi g h  Inv e s t m e n t   6.  Gulf  c ri s i s  in c r e a s e s   c r u d e  oil p ri c e s  wh i c h 

n e g a t i v e l y  aff e c t e d   BOP.  7.  Hi g h  r a t e   of  d efi c i t  fin a n c i n g   8.  Coll a p s e   of 

sovi e t  blo c k . 

 

N e w   Ec o n o m i c   Poli c y:-  It  r e f e r s   to  e c o n o m i c   r e f o r m s   in t r o d u c e d   si n c e 
 

1 9 9 1   to   im p r o v e   t h e   p r o d u c t i v i t y   a n d   p r o fi t a b i l i t y   of  e c o n o m y   a n d   to 

m a k e     it    gl o b a l l y    co m p e t i t i v e .    M e a s u r e s     of    N e w    Ec o n o m i c     poli c y 

St a b i l i s a t i o n  m e a s u r e s :  Th e s e  a r e  s h o r t  r u n  m e a s u r e s  in t r o d u c e d  by Gov t 
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to  co n t r o l  ri s e  in p r i c e ,  a d v e r s e  b a l a n c e  of p a y m e n t  a n d  fall in fo r e i g n  ex- 

 

ch a n g e  r e s e r v e . 
 

 

St r u c t u r a l   a d j u s t m e n t :   Th e s e   a r e   lo n g  r u n  poli c i e s ,  ai m e d   a t  im p r o v i n g 

t h e     effi ci e n c y     of    t h e     e c o n o m y     a n d     inc r e a s i n g     it s     in t e r n a t i o n a l 

co m p e t i v e n e s s   by  r e m o v i n g  t h e  ri g i d i t y  in  va r i o u s  s e g m e n t   of t h e  In d i a n 

ec o n o m y . 

 

In  t h e  n e w   e c o n o m i c   poli c y  1 9 9 1 ,   St r u c t u r a l   r e f o r m s c a n  b e  s e e n   wi t h 

r e s p e c t  to.   -Lib e r a l i s a t i o n . 

 

-Pri v a t i s a t i o n  - Glo b a l i s a t i o n . 
 

 

Lib e r a l i s a t i o n  Lib e r a l i s a t i o n  m e a n s  r e m o v i n g  all u n n e c e s s a r y  co n t r o l  a n d 

r e s t r i c t i o n s  lik e  p e r m i t s  lic e n c e s ,  p r o t e c t i o n i s t  d u t i e s  q u o t a s  e t c .  In ot h e r 

wo r d s ,   It  m a y   d e fi n e d   a s  loo s e n i n g   of  gov t .   r e g u l a t i o n   in  a  co u n t r y   to 

all o w  fo r  p r iv a t e  se c t o r  co m p a n i e s  to  op e r a t e   b u s i n e s s  t r a n s a c t i o n s  wi t h 

fe w e r   r e s t r i c t i o n s .   Obj e c t i v e s   of   lib e r a l i s a t i o n   :-     1.T o   d e c r e a s e    d e b t 

b u r d e n   of  t h e   co u n t r y   2.  To  ex p a n d   siz e   of  t h e   m a r k e t   3.T o   in c r e a s e 

co m p e t i t i o n    a m o n g    do m e s t i c    in d u s t r i e s    4.T o    e n c o u r a g e    ex p o r t    a n d 

im p o r t   of  go o d s  a n d  s e r v i c e s .  Ec o n o m i c  r e f o r m s   u n d e r   lib e r a l i s a t i o n .  1. 

In d u s t r i a l  s e c t o r  r e f o r m s Aboli ti o n  of In d u s t r i a l  Lic e n s i n g Co n t r a c t i o n 

off  P u b l i c  S e c t o r F r e e d o m   to  Im p o r t   c a p i t a l  go o d s  2.  Fi n a n c i a l  s e c t o r 

r e f o r m s . 
 

 

Re d u c i n g  va r i o u s Ra t i o s ( S L R , CRR)  Ch a n g e in   rol e of   RBI   fro m 

r e g u l a t o r to fa cili t a t o r De- r e g u l a t i o n of in t e r e s t r a t e s    3. Fis c a l 

r e f o r m s / T a x  r ef o r m s  4. Fo r e i g n  ex c h a n g e  r e f o r m s 
 

 

Dev a l u a t i o n  of r u p e e  5.T r a d e  a n d  inv e s t m e n t  r e f o r m s . 
 

 

Pri v a t i s a t i o n  Pri v a t i s a t i o n  is  t h e  g e n e r a l  p r o c e s s  of  inv olvi n g  t h e  p r i v a t e 

se c t o r in t h e ow n e r s h i p or op e r a t i o n of   a st a t e ow n e d e n t e r p r i s e s . 
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Poli c i e s   a d o p t e d    for   p ri v a t i s a t i o n    1.   Co n t r a c t i o n    of   p u b l i c   s e c t o r .   2. 

 

Aboli s h  t h e  ow n e r s h i p  of Gov t .  in  t h e  m a n a g e m e n t   of p u b l i c  e n t e r p r i s e s . 
 

3.  S a l e   of  s h a r e s   of  p u b l i c   e n t e r p r i s e s .   Obj e c t i v e s   of  P riv a t i s a t i o n : -   1. 

Rai s i n g  fu n d s  fro m  Disi n v e s t m e n t   2.I m p r o v i n g   t h e  fin a n c i a l  co n d i t i o n  of 

t h e   go v t .  3.B r i n g i n g   h e a l t h y   co m p e t i t i o n   wit h i n   a n  e c o n o m y   4.  M a k i n g 

Way  for  Fo r e i g n   Di r e c t   Inv e s t m e n t   Glo b a l i s a t i o n   Glo b a l i s a t i o n   m a y   b e 

d e fi n e d    a s   a   p r o c e s s    a s s o c i a t e d    wi t h    in c r e a s i n g    op e n n e s s ,    g r o w i n g 

ec o n o m i c   in t e r d e p e n d e n c e   a n d   d e e p e n i n g   e c o n o m i c   int e g r a t i o n   in  t h e 

wo r l d  e c o n o m y . 

 

KARPAGAM  ACADE MY  OF  HIG H E R  ED U CATI O N ,  COI M BAT O R E  Cla s s : 

III B.CO M                       Co u r s e  N a m e :  In d i a n  Ec o n o m y 

 

Co u r s e  Co d e : 1 7C M U 6 0 4 A                       U NI T  – 2        S e m e s t e r :  VI        Yea 
r : 

 

2017-2020Ba t c h 
 
 
 
 
 

Pr e p a r e d   by  Vish n u p r i y a   S,  Assi s t a n t   Pr o f e s s o r ,   De p t   of  M a n a g e m e n t , 

KAHE ,   Pa g e  2 4 / 3 1 

 
 
 
 
Poli c y   p r o m o t i n g    gl o b a l i s a t i o n .   1.   In c r e a s e    in   e q u i t y   li mi t   of   for e i g n 

inv e s t m e n t .    2.   P a r t i a l    co n v e r t i b i l i t y .    3.   Lo n g    t e r m    t r a d e    poli c y .    4. 

Re d u c t i o n  in t a r i ff . 

 

An   Ap p r a i s a l    of   LPG   Poli c i e s    1.   In c r e a s e    in   for e i g n    inv e s t m e n t .    2. 

In c r e a s e  in fo r e i g n  ex c h a n g e  r e s e r v e s .  3. A ch e c k  of infl a t i o n .  4. In c r e a s e 

in   n a t i o n a l   in c o m e .   5.   In c r e a s e    in   ex p o r t s .   6.   Co n s u m e r    sov e r e i g n t y . 

N e g a t i v e  Im p a c t :  1.  N e g l e c t  of a g r i c u l t u r e .  2. Jobl e s s  g r o w t h .  3. In c r e a s e 

in c o m e   in e q u a l i t i e s .  4.  Adv e r s e   eff e c t  of  di si n v e s t m e n t   poli c y .  5.  S p r e a d 

of co n s u m e r i s m .  6.  Cul t u r a l  e r o s i o n .  7.  En c o u r a g e s  e c o n o m i c  col o n i a l i s m 

 

Prepared by Dr.B.Geetha Bhai, Professor, Dept of Commerce KAHE, 
&Management, KAHE,                   Page 37 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M                                                       Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e : 1 7C M U 6 0 4 A U N I T  – II S e m e s t e r :  VI 
Ye a r :  2017-2020B a t c h 
Wo rl d    Tr a d e    Or g a n i s a t i o n ( W T O )    Wo rl d    Tr a d e    Or g a n i s a t i o n ,    a s    a n 

 

in s t i t u t i o n   w a s   e s t a b l i s h e d   in  1 9 9 5 .   It  r e p l a c e d   Ge n e r a l   Ag r e e m e n t   on 

Tr a d e  a n d  Ta r i ff s  (GATT)  w hi c h  w a s  in  pl a c e  si n c e  1 9 4 6 .  Th e  ov e r r i d i n g 

obj e c t i v e  of t h e  Wo r l d  Tr a d e  Or g a n i s a t i o n  is to  h e l p  t r a d e  flow  s m o o t h l y , 

fr e e l y ,   fai rl y   a n d   p r e d i c t a b l y ;   to  m e e t   it s  obj e c t i v e   WTO  p e r f o r m s   t h e 

follo wi n g  fu n c t i o n s : - 

 

Ad m i n i s t e r i n g  W.T.O   Tr a d e Agr e e m e n t s .  Acti n g a s   a  Fo r u m for 

t r a d e  n e g o t i a t i o n s .   S e t t l i n g  a n d  H a n d l i n g  Tr a d e  di s p u t e s  Mo n i t o r i n g 

a n d   r e v i e w i n g   n a t i o n a l   t r a d e  poli c i e s ,  Assi s t i n g   t h e   m e m b e r   in  t r a d e 

poli c i e s t h r o u g h t e c h n i c a l a s s i s t a n c e a n d t r a i n i n g p r o g r a m m e s 

Te c h n i c a l a s s i s t a n c e a n d t r a i n i n g for d e v e l o p i n g co u n t r i e s . Co- 

op e r a t i o n  wi t h  ot h e r  In t e r n a t i o n a l  Or g a n i s a t i o n 

 
 
 
 
7 M a j o r  St e p s  of E c o n o m i c  Refo r m s  Ta k e n  by Gov e r n m e n t  of In d i a 

 
 
 
 
 

Fo r  t h e  a t t a i n m e n t  of t h e  a b o v e - m e n t i o n e d  obj e c t i v e s ,  t h e  go v e r n m e n t  of 
 

In d i a  h a s 
 

 

t a k e n  t h e  follo w i n g  m a j o r  st e p s : 

(1) N e w  In d u s t r i a l  Poli c y 

U n d e r   In d u s t r i a l   Poli c y ,  k e e p i n g   in  vi e w  t h e  p ri o r i t i e s   of  t h e  co u n t r y 

a n d  it s  e c o n o m i c 

 

d e v e l o p m e n t , t h e rol e s of   t h e p u b l i c a n d p ri v a t e s e c t o r s a r e cl e a r l y 

d e c i d e d . 

 

Un d e r   t h e  N e w  In d u s t r i a l   Poli c y ,  t h e  in d u s t r i e s   h a v e  b e e n   fr e e d   to  a 

la r g e  ex t e n t  fro m 
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t h e   lic e n s e s a n d   ot h e r co n t r o l s .   In  or d e r to  e n c o u r a g e m o d e r n i s a t i o n , 

 

st r e s s  h a s  b e e n 
 

 

lai d u p o n t h e u s e of   la t e s t t e c h n o l o g y . A  g r e a t r e d u c t i o n h a s b e e n 

eff e c t e d  in t h e  rol e 

 

of t h e  p u b l i c  s e c t o r . 
 

 

Effo r t s   h a v e  b e e n   m a d e   to  e n c o u r a g e for e i g n   inv e s t m e n t .   Inv e s t m e n t 

d e c i s i o n  by 

 

co m p a n i e s h a s b e e n fa cili t a t e d by  e n d i n g r e s t r i c t i o n s im p o s e d by  t h e 
 

MRT P  Act. 
 

 

Si m il a r l y ,   Fo r e i g n Ex c h a n g e Re g u l a t i o n Act  (FE RA)  h a s   b e e n r e p l a c e d 

wi t h  Fo r e i g n 

 

Ex c h a n g e  M a n a g e m e n t  Act (F E MA). 
 

 

So m e im p o r t a n t poi n t s of t h e N e w In d u s t r i a l Poli c y h a v e b e e n 

hi g h l i g h t e d  h e r e 

 

(i) Aboli t i o n  of Lic e n s i n g : 
 

 

Bef o r e   t h e  a d v e n t   of  t h e  N e w   In d u s t r i a l   Poli c y ,  t h e   In d i a n   in d u s t r i e s 

w e r e  op e r a t i n g 

 

u n d e r  st r i c t  lic e n s i n g  sy s t e m .  No w ,  m o s t  in d u s t r i e s  h a v e  b e e n  fr e e d  fro m 

lic e n s i n g 

 

a n d  ot h e r  r e s t r i c t i o n s . 
 

 

(ii) F r e e d o m  to Im p o r t  Te c h n o l o g y : 
 

 

Th e  u s e   of  la t e s t   t e c h n o l o g y   h a s   b e e n   giv e n   p r o m i n e n c e in  t h e   N e w 
 

In d u s t r i a l  Poli c y . 
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Th e r e f o r e ,  for e i g n  t e c h n o l o g i c a l  coll a b o r a t i o n  h a s  b e e n  allo w e d . 

 

 

(iii) Co n t r a c t i o n  of Pu b l i c  S e c t o r : 
 

 

A  poli c y  of  no t   ex p a n d i n g u n p r o f i t a b l e in d u s t r i a l   u n i t s   in  t h e   p u b l i c 

se c t o r  h a s  b e e n 

 

a d o p t e d . Apa r t fro m t hi s , t h e gov e r n m e n t is   follo w i n g t h e co u r s e of 

di si n v e s t m e n t  in 

 

su c h p u b l i c   s e c t o r u n d e r t a k i n g . (S e lli n g so m e s h a r e s of  p u b l i c   s e c t o r 

e n t e r p r i s e s  to 

 

p ri v a t e  s e c t o r  e n t r e p r e n e u r s  is c all e d  di si n v e s t m e n t .  Thi s  is a m e d i u m  of 

p ri v a t i s a t i o n . ) 

(iv) F r e e  E n t r y  of Fo r e i g n  Inv e s t m e n t : 
 

 

M a n y   st e p s h a v e   b e e n t a k e n to  a t t r a c t fo r e i g n inv e s t m e n t . So m e of 

t h e s e  a r e  a s 

 

follo w s : 
 

 

(a)  In  1 9 9 1 ,   5 1 %  of  for e i g n   inv e s t m e n t in  3 4  hi g h   p ri o r i t y  in d u s t r i e s 

w a s  all o w e d 

 

wi t h o u t  s e e k i n g  go v e r n m e n t  p e r m i s s i o n . 
 

 

(b)  No n - Re s i d e n t   In d i a n s   (NRI s )  w e r e   all o w e d   to  inv e s t   1 0 0 %   in  t h e 

ex p o r t  ho u s e s , 

 

ho s p i t a l s ,  ho t e l s ,  e t c . 
 

 

(c)  Fo r e i g n  Inv e s t m e n t   P r o m o t i o n  Bo a r d  (FIP B )  w a s  e s t a b l i s h e d   wi t h  a 

vie w  to 
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sp e e d i l y  cl e a r  for e i g n  inv e s t m e n t p r o p o s a l s .  

 

(d) Re s t r i c t i o n s w hi c h w e r e p r e v i o u s l y in op e r a t i o n to r e g u l a t e 

divi d e n d s  r e p a t r i a t i o n 

 

by t h e fo r e i g n inv e s t o r s h a v e b e e n r e m o v e d . Th e y c a n no w t a k e 

divi d e n d s  to t h e i r 

 

n a t i v e  co u n t r i e s . 
 

 

(v) MRT P  Re s t r i c t i o n s  Re m o v e d : 
 

 

Mo n o p o l i e s   a n d   Re s t r i c t i v e   Tr a d e   P r a c t i c e s Act  h a s   b e e n   do n e   a w a y 

wi t h .  No w  t h e 

 

co m p a n i e s   do  no t  n e e d   to  s e e k  go v e r n m e n t p e r m i s s i o n   to  is s u e   sh a r e s , 

ex t e n d  t h e i r 

 

a r e a  of op e r a t i o n  a n d  e s t a b l i s h  a n e w  u ni t . 

(vi) F E RA Re s t r i c t i o n s  Re m o v e d : 

Fo r e i g n  Ex c h a n g e  R e g u l a t i o n  Act (F E RA)  h a s  b e e n  r e p l a c e d  by Fo r e i g n 
 

Ex c h a n g e 
 

 

M a n a g e m e n t Act  (F E MA) .   It  r e g u l a t e s t h e   for e i g n t r a n s a c t i o n s . Th e s e 

t r a n s a c t i o n s 

 

h a v e  no w  b e c o m e  si m p l e r . 
 

 

(vii) In c r e a s e  in t h e  Im p o r t a n c e  of S m a l l  In d u s t r i e s : 
 

 

Effo r t s   h a v e  b e e n   m a d e   to  giv e  im p o r t a n c e to  t h e  s m a l l  in d u s t r i e s   in 

t h e  e c o n o m i c 

 

d e v e l o p m e n t  of t h e  co u n t r y . 
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(2) N e w  Tr a d e  Poli c y 
 

 

Tr a d e poli c y m e a n s t h e poli c y t h r o u g h w h i c h t h e for e i g n t r a d e is 

co n t r o l l e d  a n d 

 

r e g u l a t e d . As a r e s u l t of lib e r a l i s a t i o n , t r a d e poli c y h a s u n d e r g o n e 

t r e m e n d o u s 

 

ch a n g e s . Es p e c i a l l y t h e for e i g n t r a d e h a s b e e n fr e e d fro m t h e 

u n n e c e s s a r y  co n t r o l s . 

 

Th e  a g e - old  r e s t r i c t i o n s   h a v e  b e e n   eli m i n a t e d   a t  on e  go.  So m e   of  t h e 

chi e f 

 

ch a r a c t e r i s t i c s  of t h e  N e w  Tr a d e  Poli c y  a r e  a s  follo w s : 

(i) Re d u c t i o n  in Re s t r i c t i o n s  of Ex p o r t - Im p o r t : 

Re s t r i c t i o n s on  t h e   ex p o r t s - im p o r t s h a v e   al m o s t di s a p p e a r e d le a vi n g 

only  a fe w  it e m s . 

 

(ii) Re d u c t i o n  in Ex p o r t - Im p o r t  Tax: 
 

 

Ex p o r t - im p o r t  t a x  on  so m e  it e m s  h a s  b e e n  co m p l e t e l y  a b o l i s h e d  a n d  on 

so m e  ot h e r 

 

it e m s  it h a s  b e e n  r e d u c e d  to t h e  mi n i m u m  lev e l . 

(iii) E a s y  Pr o c e d u r e  of Ex p o r t - Im p o r t : 

Im p o r t - ex p o r t  p r o c e d u r e  h a s  b e e n  si m p l i fi e d . 

(iv) E s t a b l i s h m e n t  of Fo r e i g n  C a p i t a l  M a r k e t : 

Fo r e i g n   c a p i t a l  m a r k e t   h a s  b e e n   e s t a b l i s h e d   for  sa l e  a n d  p u r c h a s e of 

fo r e i g n  ex c h a n g e 
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in t h e  op e n  m a r k e t . 

 

 

(v) F ul l Co n v e r t i b i l i t y  on  Cu r r e n t  Acc o u n t : 
 

 

In 1 9 9 4 - 9 5 ,  full co n v e r t i b i l i t y  b e c a m e  a p p l i c a b l e  on  c u r r e n t  a c c o u n t . 
 

 

H e r e  it  is  im p o r t a n t   to  cl a r i f y  t h e  m e a n i n g   of  cu r r e n t   a c c o u n t   a n d  full 

co n v e r t i b i l i t y . 

 

Th e r e f o r e ,  t hi s  h a s  b e e n  do n e  a s  follo w s : 

Cu r r e n t  Acco u n t : 

Tr a n s a c t i o n s  wi t h  t h e  for e i g n  co u n t r i e s  a r e  pl a c e d  in t w o  c a t e g o r i e s :  (i) 
 

t r a n s a c t i o n 
 

 

wi t h c u r r e n t a c c o u n t , for   ex a m p l e , im p o r t - ex p o r t , (ii)  C a p i t a l a c c o u n t 

t r a n s a c t i o n s , 

 

lik e  inv e s t m e n t . 
 

 

F ul l Co n v e r t i b i l i t y : 
 

 

In  s h o r t ,   full  co n v e r t i b i l i t y   m e a n s u n r e s t r i c t e d s al e   a n d   p u r c h a s e of 

fo r e i g n  ex c h a n g e 

 

in t h e  for e i g n  ex c h a n g e  m a r k e t  fo r  t h e  p u r p o s e  of p a y m e n t s  a n d  r e c e i p t s 

on  t h e  it e m s 

 

co n n e c t e d wi t h   c u r r e n t a c c o u n t .   It  m e a n s t h a t   t h e r e is  no  go v e r n m e n t 

r e s t r i c t i o n  on 

 

t h e sa l e a n d p u r c h a s e of for e i g n ex c h a n g e co n n e c t e d wi t h c u r r e n t 

a c c o u n t . 

 

On  t h e  ot h e r   h a n d ,   sa l e  a n d  p u r c h a s e of  for e i g n   ex c h a n g e co n n e c t e d 

wi t h  c a p i t a l 
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a c c o u n t c a n   b e  c a r r i e d on  u n d e r t h e   r a t e s d e t e r m i n e d by  t h e   Re s e r v e 

 

Ba n k  of In d i a 
 

 

(RBI), 
 

 

(vi) P r o vi d i n g  In c e n t i v e  for  Ex p o r t : 
 

 

M a n y   inc e n t i v e s h a v e   b e e n allo w e d to  Ex p o r t -   ori e n t e d U ni t s   (EO U) 
 

a n d  Ex p o r t 
 

 

Pr o c e s s i n g  Zo n e s  (E PZ )  for  inc r e a s i n g  ex p o r t  t r a d e . 

(3) Fi s c a l  Ref o r m s 

Th e poli c y of t h e gov e r n m e n t co n n e c t e d wi t h t h e inc o m e a n d 

ex p e n d i t u r e  is c a ll e d 

 

fisc a l  poli c y .  Th e  g r e a t e s t   p r o b l e m  co n f r o n t i n g  t h e  In d i a n  go v e r n m e n t   is 

ex c e s s i v e 

 

fisc a l   d e fi c i t .   In  1 9 9 0 - 9 1 ,   t h e fis c a l   d e fi ci t   w a s 8 %   of  t h e GDP.   (It  is 

im p o r t a n t  to 

 

u n d e r s t a n d  t h e  m e a n i n g  of fisc a l  d e fi c i t  a n d  GDP.) 

(i) Fi s c a l  Defi ci t : 

A  fisc a l d efi c i t m e a n s t h a t t h e co u n t r y is   sp e n d i n g m o r e t h a n its 

in c o m e , 

 

(ii) Gr o s s  Do m e s t i c  Pr o d u c t  (GDP): 
 

 

Th e   GDP  is  t h e   su m   to t a l   of  t h e   fin a n c i a l   val u e   of  all  t h e   p r o d u c e d 

go o d s  a n d  s e r v i c e s 

 

d u r i n g  a ye a r  in a co u n t r y .  Ge n e r a l l y ,  t h e  fin a n c i a l  d efi c i t  is c al c u l a t e d  in 

t h e  fo r m  of 
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GDP’s  p e r c e n t a g e .   P r e s e n t l y ,  t h e  gov e r n m e n t of  In d i a  is  m a k i n g   effo r t s 

 

to t a k e  it to 
 

 

4%. 
 

 

Sol u t i o n s  of Fi s c a l  Defi ci t 
 

 

In  or d e r to  h a n d l e t h e   p r o b l e m of  fisc a l   d e fi ci t ,   b a s i c   c h a n g e s w e r e 

m a d e  in t h e  t a x 

 

sy s t e m .  Th e  follo wi n g  a r e  t h e  m a j o r  st e p s  t a k e n  in t hi s  di r e c t i o n : 
 

 

(i)  Th e  r a t e   of  t h e   in d i vi d u a l   a n d   co r p o r a t e t a x  h a s   b e e n   r e d u c e d in 

or d e r  to b ri n g 

 

m o r e  p e o p l e  in t h e  t a x  n e t . 
 

 

(ii) Tax p r o c e d u r e  h a s  b e e n  si m p l ifi e d . 
 

 

(iii) H e a v y  r e d u c t i o n  in t h e  im p o r t  d u t i e s  h a s  b e e n  im p l e m e n t e d . 

(4) Mo n e t a r y  Ref o r m s 

Mo n e t a r y   poli c y  is  a  so r t  of  co n t r o l  poli c y  t h r o u g h wh i c h   t h e  c e n t r a l 

b a n k  co n t r o l s  t h e 

 

su p p l y  of  m o n e y   wi t h  a  vie w  to  a c h i e v i n g   t h e  obj e c t i v e s   of  t h e  g e n e r a l 

ec o n o m i c 

 

poli c y .   Ref o r m s in  t hi s   poli c y   a r e   c all e d m o n e t a r y r e f o r m s . Th e   m a j o r 

poi n t s  wit h 

 

r e g a r d  to t h e  m o n e t a r y  r e f o r m s  a r e  giv e n  b el o w : 
 

 

(i)  S t a t u t o r y Liq u i d i t y   Ra t i o   (SL R)  h a s   b e e n low e r e d . (A  co m m e r c i a l 

b a n k  h a s  to 
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m a i n t a i n a   d e fi n i t e p e r c e n t a g e 

 

d e m a n d  a n d  ti m e 

of   liq u i d fu n d s in r e l a t i o n to it s n e t 

 

lia b ili t i e s . Thi s is c a ll e d SLR. In liq u i d fu n d s , c a s h inv e s t m e n t in 

p e r m i t t e d  s e c u r i t i e s 

 

a n d  b a l a n c e  in c u r r e n t  a c c o u n t  wi t h  n a t i o n a l i s e d  b a n k s  a r e  in cl u d e d . ) 
 

 

(ii) Th e  b a n k s  h a v e  b e e n  allo w e d  fr e e d o m  to  d e c i d e  t h e  r a t e  of in t e r e s t 

on  t h e  a m o u n t 

 

d e p o s i t e d . 
 

 

(iii) N e w  st a n d a r d s   h a v e  b e e n  lai d  do w n  for  t h e  in c o m e  r e c o g n i t i o n  for 

t h e  b a n k s .  (By 

 

r e c o g n i t i o n  of  inc o m e ,  w e  m e a n   w h a t  is  to  b e  co n s i d e r e d   a s  t h e  in c o m e 

of t h e  b a n k . 

 

Fo r  ex a m p l e ,   s h o u l d   t h e  int e r e s t   on  t h e  b a d   d e b t   b e  co n s i d e r e d a s  t h e 

in c o m e  of t h e 

 

b a n k  di r e c t i o n s  h a v e  b e e n  iss u e d  in t hi s  co n t e x t . 
 

 

(iv) P e r m i s s i o n  to  coll e c t  m o n e y  by  iss u i n g  sh a r e s  in t h e  c a p i t a l  m a r k e t 

h a s  b e e n 

 

g r a n t e d  to n a t i o n a l i s e d  b a n k s . 
 

 

(v)   Pe r m i s s i o n to   op e n b a n k s in   t h e p r i v a t e s e c t o r h a s al s o b e e n 

g r a n t e d . 

 

(5) C a p i t a l  M a r k e t  Ref o r m s 
 

 

Th e  m a r k e t in  w hi c h   s e c u r i t i e s   a r e   sol d  a n d   bo u g h t   is  kn o w n   a s  t h e 

c a p i t a l  m a r k e t . 
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Th e  r ef o r m s  co n n e c t e d  wi t h  it a r e  k n o w n  a s  c a p i t a l  m a r k e t  r ef o r m s .  Thi s 

 

m a r k e t  is t h e 
 

 

piv o t of   t h e e c o n o m y of   a co u n t r y . Th e go v e r n m e n t h a s t a k e n t h e 

follo wi n g  st e p s  fo r 

 

t h e  d e v e l o p m e n t  of t hi s  m a r k e t : 
 

 

(i)  U n d e r  t h e  Po r t f o l i o  Inv e s t m e n t   Sc h e m e ,  t h e  li mi t  fo r  inv e s t m e n t   by 

t h e  NRI s  a n d 

 

fo r e i g n  co m p a n i e s  in  t h e  sh a r e s  a n d  d e b e n t u r e s   of t h e  In d i a n  co m p a n i e s 

h a s  b e e n 

 

r a i s e d .  (Po r t f o l i o  Inv e s t m e n t  Sc h e m e  m e a n s  inv e s t i n g  in s e c u r i t i e s . ) 
 

 

(ii) In  or d e r  to  co n t r o l  t h e  c a p i t a l  m a r k e t ,  t h e  Se c u r i t i e s  a n d  Exc h a n g e 
 

Bo a r d  of In d i a 
 

 

(SE BI )  h a s  b e e n  e s t a b l i s h e d . 
 

 

(iii) Th e  r e s t r i c t i o n  in r e s p e c t  of in t e r e s t  on  d e b e n t u r e s  h a s  b e e n  lift e d . 

No w ,  it is 

 

d e c i d e d  on  t h e  b a s i s  of d e m a n d  a n d  su p p l y . 
 

 

(iv) Th e offi c e of t h e Co n t r o l l e r of C a p i t a l Iss u e w h i c h u s e d to 

d e t e r m i n e  t h e  p ri c e  of 

 

sh a r e s to  b e  iss u e d   h a s   b e e n   di s p e n s e d wi t h .  No w ,  t h e   co m p a n i e s a r e 

fr e e  to 

 

d e t e r m i n e  t h e  p ri c e  of t h e  sh a r e s . 

(v) Priv a t e  s e c t o r  h a s  b e e n  p e r m i t t e d  to e s t a b l i s h  M u t u a l  F u n d . 

(vi) Th e  r e g i s t r a t i o n  of t h e  su b  b r o k e r  h a s  b e e n  m a d e  m a n d a t o r y . 
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(6) P h a s i n g  ou t  S u b s i d i e s 
 

 

C a s h  Co m p e n s a t o r y   S u p p o r t   (CC S)  wh i c h  w a s  e a r l i e r   giv e n  a s  ex p o r t 

su b s i d y  h a s 

 

b e e n  st o p p e d .  CC S  c a n  b e  u n d e r s t o o d  wi t h  t h e  h e l p  of a n  ex a m p l e . 
 

 

If  a n  ex p o r t e r w a n t s   to  im p o r t   so m e   r a w   m a t e r i a l   w hi c h   is  av a i l a b l e 

a b r o a d  for  1 0 0 , 

 

b u t  t h e  s a m e  m a t e r i a l  is  av a i l a b l e  in  In d i a  fo r  1 2 0  a n d  t h e  gov e r n m e n t s 

w a n t s  t h e  r a w 

 

m a t e r i a l to b e p u r c h a s e d by t h e ex p o r t e r fro m In d i a its e l f fo r t h e 

p r o t e c t i o n  of 

 

in di g e n o u s   in d u s t r i e s ,   t h e  gov e r n m e n t is  r e a d y   to  p a y  t h e  diff e r e n c e of 
 

2 0  to t h e 
 

 

ex p o r t e r  in t h e  fo r m  of su b s i d y . 
 

 

Th e  p a y m e n t   of  2 0  will  b e  co n s i d e r e d   a s  CC S .  In  a d d i t i o n  to  t hi s ,  t h e 
 

CC S  h a s  b e e n 
 

 

r e d u c e d  in c a s e  of fe r t i li z e r s  a n d  p e t r o  p r o d u c t s . 

(7) Dis m a n t l i n g  P ri c e  Co n t r o l 

Th e   go v e r n m e n t h a s   t a k e n st e p s to  r e m o v e p ri c e   co n t r o l   in  c a s e of 

m a n y  p r o d u c t s . 

 

(P r i c e Co n t r o l   m e a n s t h a t t h e   co m p a n i e s will  s ell  go o d s a t   t h e   p r i c e s 

d e t e r m i n e d  by 

 

t h e gov e r n m e n t . ) Th e   effo r t s to   r e m o v e p ri c e co n t r o l w e r e m o s t l y in 

r e s p e c t  of 
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fe r t i l i z e r s ,  st e e l  a n d  iro n  a n d  p e t r o  p r o d u c t s .  Re s t r i c t i o n s   on  t h e  im p o r t 

 

of t h e s e 
 

 

p r o d u c t s  h a v e  al s o  b e e n  r e m o v e d 
 

 

3  y e a r s  o f  M o d i g o v t : 
 

 

6 e c o n o m i c  poli c i e s  t h a t  h a v e  m a d e  BJP st r o n g e r ,  h a r d e r  to d e f e a t 
 

 

Pri m e Mi ni s t e r N a r e n d r a M o d i is le s s t h a n t e n d a y s a w a y fro m 

co m p l e t i n g   a c t i o n p a c k e d t h r e e   ye a r s   a t  So u t h   Blo c k .  Thi s  m o n t h   on  2 6 

M a y ,   t h e   Mo d i   gov e r n m e n t   will  e n t e r   int o   fou r t h   ye a r   of  it s   five- ye a r 

t e r m .   Pri m e   Mi ni s t e r   Mo d i  p r o m i s e d   m a n y   e c o n o m i c   r ef o r m s   inc l u d i n g 

e a s e   of  doi n g   b u s i n e s s ,   infl a t i o n   co n t r o l ,  fis c a l  d e fi c i t ,  t r a d e   d e fi c i t ,  job 

cr e a t i o n ,  m a n u f a c t u r i n g   r e v iv a l  - t h a t  se e m s  to  h a v e  b e e n  d e li v e r e d  wi t h 

t h e  ex c e p t i o n  of job  cr e a t i o n  on  wh i c h  In d i a  h a s ,  so  fa r ,  fail e d  to  p e r f o r m 

a s  ex p e c t e d .  Wh a t e v e r  m a y  b e  t h e  r e a s o n  b e h i n d  falli n g  job  c r e a t i o n  a n d 

slo w  do w n  in  m a n u f a c t u r i n g   in d u s t r y ,  t h e  Pri m e  Mi n i s t e r   h a s  s e e m i n g l y 

t ri e d   to  a d d r e s s   t h e s e   t w o  iss u e s   by  in t r o d u c i n g   se v e r a l   ke y  ini ti a t i v e s 

su c h   a s   'M a k e   in  In d i a ' ,   'S kill  In d i a ' ,   'S t a r t - u p   In d i a ' .   Also,   t h e   Pri m e 

Mi ni s t e r   la s t   ye a r   on   No v e m b e r    8   d e m o n e t i s e d    la r g e   c u r r e n c y   no t e s 

wh i c h  w a s  la t e r  t e r m e d   't h e  si n g l e  m o s t  e c o n o m i c  r e f o r m   in  t h e  hi s t o r y 

of  in d e p e n d e n t   In d i a ' .  Le t ' s  t a k e  a  loo k  a t  hi s  e c o n o m i c  a c h i e v e m e n t s   in 

t h r e e  ye a r s  in offic e : 

 

GST:  Th e  GST  bill,  w h i c h  is sc h e d u l e d  to  b e  eff e c t i v e  fro m  July  1,  is t h e 

bi g g e s t  t a x  r e f o r m  b e i n g  u n d e r t a k e n  si n c e  In d e p e n d e n c e .  It will su b s u m e 

all  in d i r e c t   t a x e s   to  c r e a t e   on e   r a t e   a n d   in t e g r a t e   t h e   co u n t r y   in t o   a 

si n g l e  m a r k e t .  On c e  t h e  GST  is  in  for c e ,  it  will  r e p l a c e   a t  le a s t  1 7  st a t e 

a n d  fe d e r a l  t a x e s  a n d  b ri n g  t h e m  u n d e r  si n g l e  u nifi e d  t a x  st r u c t u r e .  GST 

is a  co m p r e h e n s i v e  in d i r e c t  t a x  on  m a n u f a c t u r e ,  s a l e  a n d  co n s u m p t i o n  of 

go o d s   a n d   s e r v i c e s    t h r o u g h o u t    In d i a   to   r e p l a c e    t a x e s   levi e d   by   t h e 
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ce n t r a l  a n d  st a t e  go v e r n m e n t s .  It is ex p e c t e d  to  b r i n g  a b o u t  a q u a l i t a t i v e 

 

ch a n g e    in   t h e    t a x   sy s t e m    by   r e d i s t r i b u t i n g    t h e    b u r d e n    of   t a x a t i o n 

e q u i t a b l y   b e t w e e n   m a n u f a c t u r i n g   a n d   se r v i c e s .   Whil e  offici a l s  a r e   b u s y 

in  layi n g  do w n  t h e  g ui d e l i n e s  fo r  eff e c t i v e  GST  r e g i m e ,  t h e  In t e r n a t i o n a l 

Mo n e t a r y  F u n d  h a s  al r e a d y  a p p r e c i a t e d  In d i a ' s  effo r t  to  r ef o r m  co u n t r y ' s 

t a x a t i o n    sy s t e m .    "Th e   go v e r n m e n t    h a s   m a d e    si g n i fi c a n t    p r o g r e s s    on 

im p o r t a n t   e c o n o m i c   r ef o r m s   t h a t   will   s u p p o r t   st r o n g   a n d   s u s t a i n a b l e 

g r o w t h  goi n g  fo r w a r d , "  IM F  De p u t y  M a n a g i n g  Di r e c t o r  Ta o  Zh a n g  s a i d . 

 

De m o n e t i s a t i o n   La s t  ye a r  on  Nov e m b e r   8,  t h e  P ri m e  Mi n i s t e r   sc r a p p e d 

old  Rs  5 0 0  a n d  Rs  1, 0 0 0  no t e s  to  w h a t  h e  c all e d  a  st e p  to  ro o t - ou t  bl a c k 

m o n e y  a n d  fa k e  c u r r e n c y  in  t h e  sy s t e m .  Six  m o n t h s  la t e r ,  it  w a s  no t i c e d 

t h a t   t h e   m o v e   co u l d n ' t   a c h i e v e   t h e   d e s i r e d   r e s u l t s   a s   fa k e   c u r r e n c i e s 

w e r e    still   r u n n i n g    a n d    co r r u p t i o n    w a s    s till   r a m p a n t .    Ho w e v e r ,    t h e 

gov e r n m e n t   su c c e e d e d   in  p r o f ili n g   t h e   p e o p l e   by  g e t t i n g   to  kn o w   t h e 

diff e r e n c e s   b e t w e e n   a c t u a l   flow   of  m o n e y   a n d   t h e   u n d e c l a r e d   m o n e y . 

Re c e n t l y   ,it   w a s   r e p o r t e d    t h a t   In d i a   h a s   m o r e    c a r   b u y e r s    t h a n    t h e 

t a x p a y e r s   in  t h e   co u n t r y .   In  la s t   a s s e s s m e n t   ye a r ,   t h e r e   w e r e   only  5. 5 

la k h   p e o p l e ,   ou t   of  t h e   3. 6 5   c r o r e   in di vi d u a l s   w h o   file d   r e t u r n s ,   p a i d 

in c o m e  t a x  of  m o r e  t h a n  Rs  5  lak h  a n d  a c c o u n t e d   for  5 7  p e r  c e n t  of  t h e 

to t a l  t a x  coll e c t i o n .  Thi s  e s s e n t i a l l y  m e a n s  t h a t  only  1. 5  p e r  c e n t  of t h o s e 

fili n g   t a x  r e t u r n s   (3. 6 5   c r o r e )   w e r e   co n t r i b u t i n g   to  5 7  p e r   c e n t   of  t a x 

kit t y .  Th e  Pri m e   Mi ni s t e r   w a n t e d   to  a d d r e s s   t hi s  iss u e   by  b r i n g i n g   t h e 

u n a c c o u n t e d     m o n e y     in t o    b a n k i n g     c h a n n e l .     Whil e    m a n y    to p- no t c h 

ec o n o m i s t s   w e r e   divi d e d   ov e r  it s  im p a c t   on  t h e  ec o n o m y ,  for m e r   UIDAI 

Ch a i r m a n    N a n d a n N i l e k a n i   h a il e d   Mo d i ' s d e m o n e t i s a i o n   m o v e   a n d   sa i d 

t h a t  it  wo u l d  s e e  a  m a s s i v e  a c t i v a t i o n  of di gi t i s a t i o n  of fin a n c i a l  se r v i c e s 

in t h e  co u n t r y .  H e  al s o  ex p l a i n e d  a s  to  ho w  In d i a ' s  ov e r  8 0  p e r  c e n t  wo r k 

fo r c e  will  co m e  in t o  for m a l  c h a n n e l ,  h e  sa i d :  "Th e  m o r e  im p o r t a n t   t hi n g 

is   wh e n    t h e    e c o n o m y    b e c o m e s    fo r m a l ,    wh e n    ev e r y b o d y ' s    fin a n c i a l 
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t r a n s a c t i o n s   a r e  di g i t i s e d   ...I n d i a   is  goi n g   to  go  fro m  d a t a   po o r  to  d a t a 

 

ri c h   a n d   t h a t   will   m a k e   it   m o r e   a n d   m o r e   diffic u l t   fo r   p e o p l e   to   do 

di s h o n e s t  t hi n g s  or  to  b e  ou t s i d e  t h e  sy s t e m .  You will r e d u c e  t h e  a m o u n t 

of bl a c k  m o n e y  in t h e  sy s t e m . " 

 
 
 
 
Ja n- Dh a n :   It  w a s   1 5   Au g u s t   2 0 1 4   w h e n   Pri m e   Mi n i s t e r   N a r e n d r a M o d i 

la u n c h e d     In d i a ' s    bi g g e s t     ev e r    fin a n c i a l    incl u s i o n    d ri v e .    PM    Mo d i 

la u n c h e d     hi s    fir s t    fla g s h i p     p r o g r a m m e     c all e d    P r a d h a n M a n t r i     Ja n- 

Dh a nY oj a n a  w hi c h  w a s  co u n t r y ' s  N a t i o n a l  Mi s s i o n  for  fin a n c i a l  in cl u s i o n 

to    e n s u r e     a c c e s s     to    fin a n c i a l    s e r v i c e s ,     n a m e l y    s a v i n g s     a c c o u n t s , 

r e m i t t a n c e ,   c r e d i t ,   in s u r a n c e ,   p e n s i o n   in  a n   affo r d a b l e   m a n n e r .   Pri m e 

Mi ni s t e r ' s   m o v e   w a s   to   p r o v i d e   a c c e s s   to   for m a l   b a n k i n g   s e r v i c e s   to 

m o r e   t h a n   1 5   p e r   c e n t   of  t h e   u n b a n k e d   po p u l a t i o n   in  t h e   co u n t r y .   It 

h e l p e d    P ri m e   Mi ni s t e r    Mo d i   r e- e s t a b l i s h   hi s   im a g e    a s   t h e   le a d e r    of 

m a s s e s .  Ja n  Dh a nY oj n a  w a s  no t  ju s t  a b o u t  b a n k i n g  b u t  al s o  a b o u t  se v e r a l 

ot h e r   b e n e f i t s   t h a t   t h e  Pri m e   Mi ni s t e r   Mo d i  offe r e d   wi t h   t h e  a c c o u n t s . 

Un d e r  t h e  sc h e m e ,  if a p e r s o n  hol d s  a n  a c c o u n t  for  m o r e  t h a n  six m o n t h s 

s/ h e  is all o w e d  a n  ov e r d r a f t  of u p  to  Rs  5, 0 0 0 .  La s t  ye a r ,  t h e  ET r e p o r t e d 

t h a t   ov e r   1 9   lak h   a c c o u n t    hol d e r s    h a d   al r e a d y   av a i l e d   a n   ov e r d r a f t 

a m o u n t i n g   to  Rs  2 5 6  c r o r e .   Ja n  Dh a n  a c c o u n t s   hol d e r s   a r e  al s o  a b l e  to 

cl ai m  a c c i d e n t a l  ins u r a n c e   cov e r  of Rs  1  lak h .  Th e  sc h e m e   al s o  p r o v i d e s 

life   cov e r   of   Rs.   3 0 , 0 0 0    p a y a b l e   on   d e a t h    of   t h e   b e n e f i c i a r y .   Pri m e 

Mi ni s t e r  Mo d i  t a p p e d  co u n t r y ' s  ov e r  1 5  p e r  c e n t  po p u l a t i o n  wi t h  jus t  on e 

ec o n o m i c   poli c y .   So  fa r ,   ov e r   2 7 . 8 4   c r o r e   a c c o u n t s   h a v e   b e e n   op e n e d 

u n d e r  Ja n  Dh a nYoj n a . 

 

Aff o r d a b l e H o u s i n g :    Aft e r   p r o m i s i n g   b a n k i n g   fo r   all,   P ri m e   Mi n i s t e r 
 

N a r e n d r a M o d i        la u n c h e d         a n o t h e r         fla g s h i p        ho u s i n g         sc h e m e 
 

'P r a d h a n M a n t r i G r a m i n A w a s Y o j n a '   wi t h   t h e   ai m   of   p r o v i d i n g   'H o u s i n g 
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Fo r  All' by  2 0 2 2 .  Th e  sc h e m e  w a s  d e s i g n e d  e n t i r e l y  fo r  t h e  r u r a l  m a s s e s . 

 

Th e   a m b i t i o u s   sc h e m e   ai m e d   to   p r o v i d e   affo r d a b l e   ho u s e s   to   4  cr o r e 

p e o p l e    livi n g   b e l o w   t h e   pov e r t y    lin e .   Un d e r    t h e   n e w   r u r a l   ho u s i n g 

sc h e m e ,  t h e  ce n t r a l  gov e r n m e n t   will  p r o v i d e  a  fin a n c i a l  a s s i s t a n c e   of  Rs 

1 2 0 0 0 0 / -  for  co n s t r u c t i n g  t h e  ho m e .  An a d d i t i o n a l  a s s i s t a n c e  of Rs 1 2 0 0 0 

wo u l d  b e  p r o v i d e d  for  co n s t r u c t i o n  of toil e t s  in ho u s e h o l d s . 

 

Pr a d h a n M a n t r i A w a s Y o j n a  s a y s  t h a t  "By t h e  ti m e  t h e  N a t i o n  co m p l e t e s  7 5 

ye a r s  of  its  In d e p e n d e n c e ,   Pr a d h a n M a n t r i A w a s Y o j n a  will  b ri n g  a  'P u c c a 

ho u s e '   for   ev e r y   fa m il y   in   u r b a n    ci ti e s   wi t h   w a t e r   co n n e c t i o n ,   toil e t 

fa cili t i e s ,  2 4 x 7  el e c t r i c i t y  s u p p l y  a n d  co m p l e t e  a c c e s s . "  In  Ut t a r  Pr a d e s h 

al o n e      t h e r e      a r e      '1. 5      c r o r e      p e o p l e      w h o     do n ' t      h a v e      ho u s e s ' . 

d e e n d a y a l u p a d h y a y a  g r a m  jyot iy oj a n a :  Gr a m  JyotiYoj a n a  w a s  la u n c h e d  to 

e n s u r e     ro u n d     t h e     clo c k    el e c t r i c i t y     su p p l y    to    fa r m e r s     a n d     r u r a l 

ho u s e h o l d s .   Th e  sc h e m e   w a s   kic k- st a r t e d   by  t h e   Pri m e   Mi ni s t e r   on  2 5 

July   2 0 1 5 .    Th e    p r o g r a m m e    w a s    ex p e c t e d    to   ini ti a t e    m u c h    a w a i t e d 

r e f o r m s  in t h e  r u r a l  a r e a s .  Du r i n g  hi s  In d e p e n d e n c e   Day  s p e e c h  in 2 0 1 5 , 

t h e  P ri m e  Mi ni s t e r  h a d  a n n o u n c e d  t h a t  all of t h e  co u n t r y ' s  vill a g e s  wo u l d 

b e   el e c t r i f i e d   in   1, 0 0 0   d a y s   a n d   t h a t   by   De c e m b e r    2 0 1 8 ,   all   In d i a n 

ci ti z e n s   wo u l d   h a v e   a c c e s s   to  el e c t r i c i t y .   "At  t h e   ti m e   w h e n   t h e   NDA 

gov e r n m e n t   c a m e   to  po w e r ,   t h e r e   w e r e   1 8 , 4 5 2   u n- el e c t r i f i e d   vill a g e s . 

Ou t     of     t h e s e ,     w e     h a v e     el e c t r i f i e d     1 2 , 0 2 2      vill a g e s      u n d e r      t h e 

De e n D a y a l U p a d h y a y a   Gr a m   JyotiYoj n a ( D D U G JY).  Th e  mi n i s t r y   is  t ryi n g 

it s  b e s t   to  co m p l e t e   t h e   t a r g e t   by  1  M a y  2 0 1 8 , "   Th e  S u n d a y   Gu a r d i a n 

q u o t e d  a mi n i s t r y  offici a l  a s  sa y i n g . 

 

PM  Ujj w a l a y o j a n a : La s t  ye a r  on  M a y  1,  Pri m e  Mi n i s t e r   N a r e n d r a M o d i 

la u n c h e d  a n  a m b i t i o u s so ci a l w e lf a r e  sc h e m e  - 

Pr a d h a n M a n t r i U j j w a l a Y o j a n a -  wi t h   t h e ai m   of  p r o v i d i n g  5  c r o r e LPG 

co n n e c t i o n s to  wo m e n b e l o w   t h e   pov e r t y   lin e   a c r o s s t h e   co u n t r y .   Th e 
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sc h e m e  w a s  ai m e d  a t  r e p l a c i n g t h e  u n c l e a n  coo k i n g fu e l s  m o s t l y  u s e d  in 

t h e  r u r a l  In d i a  wi t h  t h e  cl e a n  a n d  m o r e  effici e n t  LPG Ga s .  Pri m e  Mi n i s t e r 

Mo d i ' s  pl e d g e   to  p r o v i d e  co o k i n g  g a s  cyli n d e r s   to  ev e r y  ho u s e h o l d s   h a s 

h e l p e d   In d i a  to  b e c o m e   t h e  wo r l d ' s  s e c o n d - la r g e s t   im p o r t e r   of  liq u e f i e d 

p e t r o l e u m   g a s  or  LPG.  E a r l i e r  Bloo m b e r g   r e p o r t e d   t h a t  In d i a ' s  im p o r t  of 

LPG,   m o s t l y   us e d   a s   coo k i n g   fu e l ,   inc r e a s e d    2 3   p e r   c e n t   d u r i n g   t h e 

fin a n c i a l   ye a r   t h a t   e n d e d   M a r c h   3 1   to  1 1   milli o n   to n s .   In d i a   r e p l a c e d 

Ja p a n   fro m   t h e   se c o n d    po s i t i o n   wh o s e   im p o r t s    sli p p e d    3. 2   p e r   c e n t 

d u r i n g  t h e  s a m e  p e r i o d  to 1 0 . 6  milli o n  to n s . 

 

Fi s c a l   a n d   m o n e t a r y    poli c i e s   c a n   e n s u r e    t h e   s m o o t h    r u n n i n g    of   t h e 

ec o n o m y   of  a  co u n t r y .   Fl e xi b l e   poli c i e s   t h a t   c a n   b e  c h a n g e d   ov e r   ti m e 

c a n   m a k e   t h e   e c o n o m y   st r o n g   a n d   st a b l e .   To d a y ,   t h e   wo r l d   is  goi n g 

t h r o u g h    t e r r i b l e    p h a s e s    in   t e r m s    of   e c o n o m i c    co n d i t i o n s ,   a n d   m a n y 

ec o n o m i e s   a r e   in  t h e   do w n w a r d   p e r i o d .   In   a n   ec o n o m i c   c r u n c h ,   onl y 

flexi b l e  m o n e t a r y  a n d  fis c a l  poli c i e s  c a n  su p p o r t  t h e  ec o n o m i c  sy s t e m  a s 

poli c i e s  c a n  e a s i l y  b e  a dj u s t e d  to  fit wh a t  is b e s t . 

 

To  r e a l l y   u n d e r s t a n d   t h e   im p a c t   of  fisc a l   a n d   m o n e t a r y   poli c y   on   t h e 

ec o n o m y ,   u n d e r s t a n d i n g   of  t h e   b a s i c   co n c e p t s   of  fisc a l   a n d   m o n e t a r y 

poli c i e s   is   m a n d a t o r y .   H e r e   is   a   b ri e f   d e s c r i p t i o n   of  w h a t   fisc a l   a n d 

m o n e t a r y  poli c i e s  a r e : 

 

Fi s c a l  P o l i c y : 
 

 

Fi s c a l  poli c i e s   a r e   p u r s u e d   by  st a t e   gov e r n m e n t s   t h r o u g h o u t   t h e  wo r l d 

a n d  m a i n l y  r el a t e d   to  s p e n d i n g   a n d  t a xi n g  p r o g r a m s .   Th e s e  poli ci e s  c a n 

aff e c t  t h e  ov e r a l l  b u s i n e s s  s e c t o r s  in  t w o  di m e n s i o n s :  g e n e r a l  le g i sl a t i o n 

a n d  t a r g e t e d  le g i s l a t i o n . 

 

Th e   g e n e r a l   le g i sl a t i o n   sti m u l a t e s   t h e   e n t i r e   e c o n o m y   w hi l e   t a r g e t e d 

le g i sl a t i o n   is  ai m e d   a t   a  sp e c i fi c   s e g m e n t   of  t h e   ec o n o m y .   In  c a s e   of 
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g e n e r a l  le gi s l a t i o n ,  t h e  gov e r n m e n t   foc u s e s  on  t a x  o r  s p e n d i n g  p r o g r a m s 

 

t h a t  will h a v e  a di r e c t  im p a c t  on  t h e  ov e r a l l  b u s i n e s s  a n d  in d u s t r y .  Whil e 

in  t a r g e t e d   le gi s l a t i o n   s e c t o r s   lik e   e n e r g y ,   inf r a s t r u c t u r e    p r o j e c t s   a r e 

t a k e n   int o  co n s i d e r a t i o n   to  b e n e f i t  t h o s e  fir m s  t h a t  a r e  invol v e d  in  s u c h 

p r o j e c t s . 

 

M o n e t a r y  P o l i c y 
 

 

Mo n e t a r y  poli c y  is  t h e  a c t i o n  of  co n c e r n e d   a u t h o r i t i e s  t h a t  e s t a b l i s h  t h e 

r a t e   a n d   g r o w t h   of  m o n e y   s u p p l y ,   ke e p i n g   in  vie w   t h e   int e r e s t   r a t e s . 

Acti o n s    lik e    m o d i fi c a t i o n    in    in t e r e s t     r a t e s ,    b u y i n g    a n d    s elli n g    of 

gov e r n m e n t  se c u r i t i e s  or  m o d i f yi n g  t h e  a m o u n t  of r e s e r v e . 

 

Mo n e t a r y  poli c y  c a n  b e  c a t e g o r i z e d   int o  t w o  ty p e s  i.e .  ex p a n s i o n a r y  a n d 

co n t r a c t i o n a r y .   In  a n  ex p a n s i o n a r y   poli c y ,  a  c e n t r a l   b a n k   in c r e a s e s   t h e 

m o n e y   su p p l y   to   av oi d   u n e m p l o y m e n t    iss u e s   a n d   e n h a n c e    co n s u m e r 

sp e n d i n g .     Th e    co n t r a c t i o n a r y     m o n e t a r y     poli c y    is    t h e    op p o s i t e     of 

ex p a n s i o n a r y   poli c y  a n d   a  c e n t r a l   b a n k   t ri e s   to  slo w   do w n   t h e   m o n e y 

su p p l y  to c u r b  infl a t i o n . 

 

I m p a c t  of  Fi s c a l  a n d  M o n e t a r y  P o l i c i e s   o n  E c o n o m y 
 

 

Fi s c a l  a n d  m o n e t a r y  poli c i e s  a r e  po w e r f u l  to o l s  t h a t  t h e  go v e r n m e n t   a n d 

co n c e r n e d   m o n e t a r y   a u t h o r i t i e s   u s e  to  infl u e n c e   t h e  e c o n o m y   b a s e d   on 

r e a c t i o n    to   c e r t a i n    iss u e s    a n d    p r e d i c t i o n    of   w h e r e    t h e    e c o n o m y    is 

m o vi n g .   Th e   m o n e t a r y   a u t h o r i t i e s   n e e d   to   m a k e   a c c u r a t e    p r e d i c t i o n s 

b a s e d  on  soli d  info r m a t i o n  to  p r o p e r l y  a dj u s t  t h e  m o n e y  flow  a n d  r a t e s  of 

in t e r e s t .   Th e r e   is  a n   inv e r s e   r e l a t i o n s h i p   in   m o n e y   flow   a n d   in t e r e s t 

r a t e s .     In c r e a s i n g     m o n e y     flo w    a n d     d e c r e a s i n g     in t e r e s t     r a t e s     c a n 

e n c o u r a g e    s p e n d i n g    a n d ,   a s   a   r e s u l t ,   sti m u l a t e s    t h e   e c o n o m y .   Mo r e 

sp e n d i n g  m e a n s  m o r e  job s  a n d  c u r b i n g  u n e m p l o y m e n t . 
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Fo r   cr e a t i n g    b a l a n c e    in   t h e   e c o n o m y ,   no r m a l l y   a   c e n t r a l   b a n k   u s e s 

 

va r i o u s   t e c h n i q u e s   of  co n t r a c t i o n   a n d   ex p a n s i o n .   Th e s e   t e c h n i q u e s   a r e 

h e l p f u l  if b a s e d  on  a c c u r a t e  d a t a  a n d  r e c o r d s . 

 

A  c e n t r a l   b a n k   b u y s   a n d   s ell s  gov e r n m e n t   s e c u r i t i e s   to  b ri n g   a c c u r a t e 

m o m e n t u m   a n d   m o n e y   flo w.  So m e t i m e s   a  c e n t r a l   b a n k   s e t s   a  r e q u i r e d 

r e s e r v e   r a t i o   w h i c h   bo u n d   ot h e r   co m m e r c i a l   b a n k s   to   ke e p   a  c e r t a i n 

a m o u n t  of c a s h  wi t h  t h e m  a t  all ti m e s .  On e  of t h e  t e c h n i q u e s  is to  off e r  a 

di s c o u n t   o r  low e r   t h e   in t e r e s t   r a t e   to  e n c o u r a g e   bo r r o w i n g ,   a n d   a s   a 

r e s u l t ,  inv olv e  m o r e  p e o p l e  in  bo r r o w i n g   a n d  sp e n d i n g .   Th e s e  a r e  so m e 

of  t h e   q u a n t i t a t i v e   t e c h n i q u e s   t h a t   c e n t r a l   b a n k s   ex e r c i s e   to   r e g u l a t e 

ec o n o m y   p r o p e r l y .  Apa r t  fro m  t h a t ,  a  c e n t r a l   b a n k  c a n  ex e r c i s e   c e r t a i n 

q u a l i t a t i v e   t e c h n i q u e s   lik e  Re g u l a t i o n   of  co n s u m e r   c r e d i t ,  Dir e c t  Acti o n 

a n d  Ra t i o n i n g  of t h e  c r e d i t  to  e n s u r e  t h e  s m o o t h  r u n n i n g  of t h e  ec o n o m y . 

It  is  a  co n t i n u o u s   p r o c e s s   a n d   c h a n g e s   wi t h   t h e   r e q u i r e m e n t s   of  t h e 

ec o n o m y . 

 

Th e  fis c a l  a n d  m o n e t a r y  poli c i e s  h a v e  a n  im p a c t  on  in d i vi d u a l ’ s  life to o .  If 

a  gov e r n m e n t   t hi n k s  t h e  ec o n o m y  is  ov e r h e a t i n g   a n d  g r o w i n g  ve r y  fa s t , 

t h e r e    a r e    c h a n c e s     of    infl a t i o n    so,    t h e    go v e r n m e n t     m a y    d e c r e a s e 

sp e n d i n g .   De c li n e   in  gov e r n m e n t   sp e n d i n g   m e a n s   low e r i n g   t h e   ov e r a l l 

d e m a n d   in  t h e  e c o n o m y  a n d ,  a s  a  r e s u l t ,  t h e r e  will  b e  low e r  p r o d u c t i o n . 

Lo w   p r o d u c t i o n    m e a n s    low e r    hi r i n g    a n d    inv e s t m e n t s .    So,   a   c u t    in 

gov e r n m e n t    sp e n d i n g   will  h u r t   g e n e r a l   p e o p l e   a s   t h e y   will  h a v e   le s s 

m o n e y   in  po c k e t s   to  inv e s t   in  t h e i r   st o r e s   o r  s h o p s   a n d  t h e r e   will  b e  a 

g e n e r a l  d e c l i n e  in t h e  e c o n o m y . 

 

Si m il a r l y ,  t a x e s  pl a y  a vit a l  rol e  in fisc a l  a n d  m o n e t a r y  poli c y .  De c r e a s i n g 

in  t a x e s   c a n  st i m u l a t e   t h e  e c o n o m y   a s  p e o p l e   will  h a v e  m o r e   m o n e y   in 

po c k e t s  to ei t h e r  inv e s t  or  s a v e .  Th e  inv e s t m e n t s  will inc r e a s e  p r o d u c t i o n 

a n d  m o r e  p e o p l e  will b e  hi r e d  r e d u c i n g  t h e  lev e l  of u n e m p l o y m e n t . 
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On  t h e  ot h e r   h a n d   if  t h e  ex t r a   a m o u n t   is  p u t  in t o  b a n k s ,  t h e  b a n k s   will 

 

fu r t h e r  lo a n  it a n d  t h e  bo r r o w e r s  will sp e n d .  H e r e ,  it is im p o r t a n t  to  no t e 

t h a t   all   of  t h e s e   t e c h n i q u e s   a r e   eff e c t i v e   only   if  t h e   go v e r n m e n t    h a s 

e n o u g h   m o n e y   to   s u p p o r t   t h e   e c o n o m y   wh e n   it  n e e d s   m o n e y .   If  t h e 

gov e r n m e n t    is   no t   a b l e   or   do e s n ’ t   h a v e   e n o u g h    r e v e n u e    to   s u p p o r t 

sp e n d i n g ,  t h e s e  t e c h n i q u e s  will h a v e  a c r o w d i n g  ou t  eff e c t s .  It is b e c a u s e 

t h e    go v e r n m e n t     will    bo r r o w    in    c a s e    of   low e r    r e v e n u e    r e s o u r c e s . 

Gov e r n m e n t   bo r r o w i n g   c a n   giv e   bo o s t   to   int e r e s t   r a t e s .   In c r e a s i n g   of 

in t e r e s t   r a t e s  c a n  di s c o u r a g e   in di vi d u a l  a n d  b u s i n e s s e s ,   fro m  bo r r o w i n g 

m o n e y   fro m   b a n k s .   Tig h t   bo r r o w i n g   c a n   aff e c t   inv e s t m e n t s   n e g a t i v e l y . 

So,   t h e   im p l e m e n t a t i o n   of  fisc a l   a n d   m o n e t a r y   poli c i e s   d e p e n d s   u p o n 

gov e r n m e n t ’ s  fin a n c i a l  st r e n g t h s . 

 

Infl a t i o n   is  on e   of  t h e   m a j o r   iss u e s   t h a t   infl u e n c e   fisc a l   a n d   m o n e t a r y 

poli c i e s  all  ov e r  t h e  wo r l d .  Wh e n   t h e  fin a n c i a l  a u t h o r i t i e s ,   fo r  ex a m p l e , 

d e c i d e  to  r e d u c e  t h e  m a i n  fu n d s  r a t e ,  t h e  r e s u l t i n g  st r o n g e r  d e m a n d s  fo r 

go o d s  a n d  s e r v i c e s   will  giv e  bi r t h  to  hi g h e r   w a g e s   a n d  ot h e r   co s t s .  Th e 

hi g h e r   co s t s   r efl e c t   hi g h e r   d e m a n d s   fo r  la b o r s   a n d   m a t e r i a l s   t h a t   t h e 

p ri m a r y  r e q u i r e m e n t s   of  p r o d u c t i o n .  Th e  hi g h e r  co s t s  no t  onl y  infl u e n c e 

cu r r e n t      infl a t i o n     b u t     al s o     infl u e n c e     e c o n o m i c     p e r f o r m a n c e      a n d 

ex p e c t a t i o n s  a b o u t  p ri c e s  a n d  w a g e s .  All t h e s e  ex p e c t a t i o n  c a n  infl u e n c e 

infl a t i o n  in t h e  ec o n o m y . 

 

Th e  B o t t o m   Li n e s 
 

 

Fi s c a l  a n d  m o n e t a r y  poli c i e s  a r e  ex t r e m e l y  vit a l  in  ke e p i n g  t h e  ec o n o m y 

st r o n g   a n d   s e c u r e .   Si n c e   t h e   e a r l y  ni n e t e e n   h u n d r e d s ,   w e  c a n   s a y  t h e 

ti m e   of  e c o n o m i c   g r o w t h   do m i n a t e s    t h e   ti m e   of  ec o n o m i c   cr u n c h   or 

r e c e s s i o n .  Du e  to  lac k  of  p r o p e r   im p l e m e n t a t i o n   or  poli t i c a l  in s t a b i l i t i e s 

in t h e  wo r l d  t h e  g r e a t  d e p r e s s i o n  (t h e  1 9 3 0 s )  oc c u r r e d  a n d  ho p e f u l l y  will 

no t  oc c u r  a g a i n ,  or  will  oc c u r  will  le s s e r   int e n s i t y  lik e  in  2 0 0 8  on w a r d s . 
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Du e  to  p r o p e r   e c o n o m i c   m a n a g e m e n t a n d  st a b l e   b u s i n e s s   cycl e s  in  t h e 

 

wo r l d   t h e   e c o n o m i e s of  va r i o u s   n a t i o n s   will  e n h a n c e a n d   m a i n t a i n   t h e 

lev e l  of st a b i l i t y  t h a t  is sa t i s f a c t o r y . 

 

I m p o r t a n t  q u e s t i o n 
 

 

2 m a r k s 
 

1.  Wh a t  is In d u s t r i a l i s a t i o n ? 
 

2.  Defi n e  ISI a n d  Lis t  t h e  fe w  poli c i e s  u n d e r  ISI. 
 

3. Wh a t  is m o n e t a r y  poli c y ? 
 

4.  Defi n e  fis c a l  poli c y ? 
 

5.  Wri t e  no t e  on  e c o n o m i c  pl a n n i n g  in in d i a 
 

6.  St a t e  t h e  fe a t u r e s  of n e w  e c o n o m i c  poli c y 
 

6 m a r k s 
 

1.  Dis c u s s t h e p a t t e r n of   In d u s t r i a l i s a t i o n in   In di a in In d i a si n c e 
 

In d e p e n d e n t . 
 

 

2.  Dis c u s s  a b o u t  e c o n o m i c  poli c i e s  im p l e m e n t e d  by Mo d i  Gov e r n m e n t 
 

3.  Wh a t   a r e   t h e   Ac hi e v e m e n t s a n d   fail u r e s   of  e c o n o m i c   pl a n n i n g in 
 

In d i a ? 
 

4.  Bri e fl y  di s c u s s  a b o u t  e c o n o m i c  r e f o r m s  si n c e  1 9 9 1 . 
 

5.  List  ou t  t h e  eff e c t s  of e c o n o m i c  poli c i e s  on  in d u s t r i a l  d e v e l o p m e n t 
 

6.  Dis c u s s  obj e c t i v e s  a n d  st r a t e g i e s  of e c o n o m i c  pl a n n i n g  in In d i a 
 

7.  Bri e fl y  di s c u s s  a b o u t  e c o n o m i c  r e f o r m s  si n c e  1 9 9 1 . 
 

 

8.  Wh a t do yo u m e a n by n e w e c o n o m i c r e f o r m s ? H a s it b e e n 

b e n e f i c i a l . 

 

9.  Ex p l a i n  t h e  obj e c t i v e s  of fisc a l  poli c y  in in di a 
 

 

1 0 . Ex p l a i n  t h e  obj e c t i v e  of m o n e t a r y  poli c y 
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1 1 . Ex p l a i n q u a n t i t a t i v e ins t r u m e n t s of c r e d i t co n t r o l of 
 

m o n e t a r y  poli c y . 
 

 

1 2 .  Bri e fl y ex p l a i n t h e rol e of   e c o n o m i c r e f o r m s in r e d u c i n g 
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UNIT  - II
INDIAN  ECONOMY

S.N
O

Quest i o n OPTION  A OPTION  B OPTION  
C

OPTION  D Answer

1 The  concep t  of  Economic  
Planning  in  India  is  
derived  from  ?

USA UK Australia Russia Russ ia

2  First  five  year  plan  in  
India  was  from

1947  - 
1952

1949  - 
1954

1950  - 
1955

1951  - 1956 19 5 1  - 195 6

3 First  five  year  plan  was  
based  on  ?

Herold  
-Domar  
Model

P.C.  
Mahalanob
is  Model

Both  of  
above

None  of  above Herold  -Domar
Model

4  Which  five  year  plan  is  
also  known  as  "Gadgil  
Yojana"  ?

Second  
Five  Year  
Plan

Third  Five  
Year  Plan

Fourth  
Five  Year  
Plan

Fifth  Five  Year  
Plan

Fourth  Five  
Year  Plan

5 Which  five  year  plan  
focused  on  "Growth  with  
social  justice  and  equity".

Ninth  Five  
Year  Plan

Eight  Five  
Year  Plan

Seventh  
Five  Year  
Plan

Sixth  Five  Year
Plan

Ninth  Five  
Year  Plan

6  Planning  Commission  
was  consti tu t e d  on  ?

15  March,  
1948

15  March,  
1949

15  March,  
1950

15  March,  
1951

15  March,  
19 5 0

7  National  Developmen t  
Council  was  consti tu t e d  
on

2  August,  
1952

6  August ,  
1952

8  August ,  
1952

12  August,  
1952

6  Augus t ,  195 2

8 What  is  NSSO  ? National  
Social  
Science  
Organisa t io
n

National  
Social  
Study  
Organisa t io
n

National  
Securi ty  
Science  
Organisa t i
on

National  
Sample  Survey  
Organisa t ion

Natio n a l  
Sampl e  Survey
Organi s a t i o n

9 The  planning  commision  
of  india  is  
called___________

A 
consti tu t io
nal  body

A 
indepen d e n
t  and  
autonomou
s  body

A non-  
sta tuory  
body

A statuory  body A non-  
statu ory  body

10 ____________ plan  gave  
emphasis  on  removal  of  
pover ty  for  the  first  time

Fourth Fifth sixth seventh Fifth



11 The  Planning  Commission
of  India  was  consti tu t e d  
in  the  year___________

1942 1947 1950 1955 19 5 0

12 A rolling  plan  refer  to  a  
plan  which__________

does  not  
change  it  
targe t  
every  year

Changes  its
allocation  
every  year

Changes  
its  
allocation  
and  targe t  
every  year

Changes  only  
its  targe t  every
year

Chang e s  its  
alloc at i o n  and  
targ e t  every  
year

13 In  India  the  concept  of  
‘minimum  needs’  and  
‘directed  anti  pover ty  
progra m m e s’  were  the  
innovation  of___________

4th  Five  
year  Plan

Fifth  five  
year  plan

Sixth  five  
year  plan

seventh  five  
year  plan

Fifth  five  year  
plan

14 The  planning  commission  
was  established  
on___________

10th  
March  
1950

15th  march
1950

20th  
march  
1950

16th  march  
1951

15th  marc h  
19 5 0

15 Economic  Planning  is  in  
_____________

Union  List State  list Concur re n
t  list

Not  any  
specified  list

Concurr e n t  
list

16 National  Developmen t  
Council  was  consti tu t e d  
in___________

August  16,  
1950

August  6,  
1952

August  1,  
1951

August  16,  
1952

Augus t  6,  195 2

17 In  an  economy,  the  
sectors  are  classified  into  
public  and  private  on  the  
basis  of___________

Employme
nt  
condition  

Natu re  of  
economic  
activities

Ownership
of  
ente rp r i se
s

use  of  raw  
materials

Owners h i p  of  
enterpri s e s

18 The  term  “mixed  
economy”  denoted_______
____

Existence  
of  both  
urban  and  
rural  
sectors

Existence  
of  both  
private  and
public  
sectors

Existence  
of  both  
heavy  and  
small  
sectors

Existence  of  
both  developed
and   
underd evelope
d  sectors

Existe n c e  of  
both  private  
and  public  
sect or s

19 The  “Dual  Economy”  is  a  
mixture  of_____________

traditional  
agricultu re

indust rial  
sector  and  

sta te  
ownership  

indust r ia l  
sector  and  

tradit io n a l  
agricu l t ur e  



sector  and  
modern  
indust r ia l  
sector

manufac tu r
ing  sectors  

of  the  
means  of  
product ion

trading  of  
goods  obtained
through  
imports

sect or  and  
moder n  
indus tr ia l  
sect or

20 __________ sector  of  
Indian  Economy  has  
shown  remarka ble  
expansion  during  the  last  
decade.

Private  
sectors

Seconda ry  
Sectors

Terita ry  
Sectors

Mining  sectors Teritary  
Sect or s

21 When  developm en t  in  
economy  takes  place,  the  
share  of  tertia ry  sector  in
National  Income  
is_________

First  falls  
and  the  
rises

First  rises  
and  then  
falls

keeps  on  
increasing

Remains  
constan t

keep s  on  
increa s i n g

22 In  India,  planned  
economy  is  based  
on___________-

Gandhian  
System

Socialist  
System

Capitalis t  
system

Mixed  
eceonomy  
system

Socia l i s t  
Syste m

23 ___________ is  the  state  in  
India  is  estima te d  to  have
larges t  coal  reserve  

Bihar Jharkand Madhya  
prades h

Orisaa Jharkand

24 Nuclea r  energy  is  a  
mineral- based  energy  
source.  It  is  derived  
from________

uranium Thorium Plutonium Sulpha te uraniu m

25 In  India,  the  state  is  
known  for  its  sandalwood
is_________

Karna tak a Assam Kerala West  Bengal Karnata k a

26 GDP  at  factor  cost  
is_____________

     

27 The  centr al  banking  
functions  in  India  are  
performe d  by  
the____________

Central  
Bank  of  
India

Reserve  
Bank  of  
India

State  Bank
of  India

  Reserv e  Bank  
of  India

28 Developme n t  expendi tu re
of  the  Central  
govern m e n t  does  not  

defence  
expendi tu r
e

expendi tu r
e  on  
economic  

expendi tu r
e  on  social  
and  

grant  to  states defe n c e  
expen d i t ur e



include____________ services communi ty
services

29  
In  the  last  one  decade ,  
_________sectors  has  
attrac t e d  the  highes t  
foreign  direct  investme n t  
inflows  into  India.

Chemicals  
other  than  
fertilizers

Services  
sector

Food  
processing

Telecomm u nica
tion

Telec o m m u n i c
ation

30 In  the  second  
nationalization  of  
commercial  banks,  
_______ banks  were  
nationalized.

4 5 6 8 6

31 Deprecia t ion  
means___________

closure  of  a
plant  due  
to  lock  out

closure  of  a
plant  due  
to  labour  
trouble

loss  of  
equipme n t
over  time  
due  to  
wear  and  
tear

dest ruc t ion  of  a
plant  in  a  fire  
acciden t

loss  of  
equip m e n t  
over  tim e  due  
to  wear  and  
tear

32 ________is  the  base  year  
to  calcula te  the  National  
income  in  India?

2004- 05 2010- 11 2014- 15 2011- 12 20 1 1 - 12

33 _________ is  the  per  capita
Net  National  income  of  
India  during  FY 2017- 18?

Rs.  
1,11,782

Rs.  
1,03,219

Rs.  82,269 Rs.  99215 Rs.  1,1 1 , 7 8 2

34 __________ is  the  core  
sector  has  the  highes t  
weight  in  the  Index  of  
Indust ria l  produc tion.

Steel Refinery  
Produc ts

Coal Cement Refinery  
Produc t s

35 The  ____________country  is
sending  the  larges t  share  
of  FDI  inflow  in  India.

Singapore  Mauritius USA China  Maurit iu s

36  Curren t  percen t  share  of  
agricultu re  sector  in  the  
Indian  Economy  is  
________.

53% 25% 17% 33% 17%



37 The  centr al  co- opera tive  
banks  are  in  direct  touch  
with_________

farmers state  co-
opera tive  
banks

land  
developme
nt  banks

centr al  
govern m e n t

stat e  co-
operativ e  
banks

38 Which  of  the  following  is  
the  first  Indian  private  
company  to  sign  an  
accord  with  Govern me n t  
of  Myanma r  for  oil  
explora tion  in  two  
offshore  blocks  in  that  
count ry?

Reliance  
Energy

Essar  Oil GAIL ONGC Essar  Oil

39 Non  Tax  revenu es  can  be  
increase d  by  improving  
the  working  of  
the__________

State  Road  
Transpor t  
Corpora t io
ns

elect rici ty  
boards

commercia
l irrigation
projects

Indust ria l  
sector  and  
trading  

com m e r c i a l  
irrigat i o n  
projec t s

40 The  condition  of  indirec t  
taxes  in  the  country 's  
revenue  is  
approxima tely__________

70  percen t 75  percen t 80  percen t 86  percen t 86  perc e n t

41 Revenue  of  the  sta te  
govern m e n t s  are  raised  
from  the  following  
sources ,  except_________

enter t a in m
ent  tax

expendi tu r
e  tax

agricultu ra
l income  
tax

land  revenue agricu l t ur a l  
inco m e  tax

42 Of the  gross  tax  revenue  
of  the  Union  Governm e n t  
the  indirect  taxes  accoun t
for  nearly_________

70  per  cent 70  per  cent 65  percen t 60  percen t 65  perc e n t

43  Fiscal  deficit  is  that  part  
of  total  govern m e n t  
expendi tu r e  which  is  met  
by________

Imposing  
more  taxes

Selling  
shares  held
by  
governm e n
t

Borrowing
s

centr al  
govern m e n t

Borrowi n g s

44 Indust ria l  policy  of  1991  
was__________

Anti-
private  

Pro- private
sector  

Anti- public
sector  

Pro- public  
sector  policy

Pro- public  
sect or  policy



sector  
policy

policy policy

45 The  most  urgen t  problem  
with  prompte d  the  
introduc tion  of  New  
Economic  Policy  in  1991  
was___________

Poor  
performa n c
e  of  public  
sector

High  tax  
rate  
leading  to  
tax  evasion

Foreign  
exchang e  
crisis

defence  
expendi tu r e

Foreig n  
excha n g e  
cris i s

46 Liberalisa tion  leads  to  
some  limitation_________

Lesser  
participa tio
n  of  foreign
investors

It  neglect s  
the  social  
welfare

No  
improvem e
nt  in  
product ivit
y

No  
improveme n t  in
financial  sector

It  neg l e c t s  the
soc ia l  welfar e

47 ___________ is  NOT  a  
subsidia ry  of  RBI?  

National  
Housing  
Bank

NABARD Bhara tiya  
Reserve  
Bank  Note  
Mudra n  
Private  
Limited

SIDBI SIDBI

48 ____________ is  a  
qualita t ive  tool  of  
moneta ry  policy?  

Bank  Rate Credit  
Ceiling

Credit  
rationing

Cash  Reserve  
Ratio

Credit  
ration i n g

49 During  April  –Nov.2017-
18,  which  of  the  following
is  the  larges t  export ing  
item  in  Indian  export  
basket_____________

Gems  and  
Jewellry

Petroleu m  
crude  
product s

Textile  and
allied  
product s

Enginee r ing  
goods

Engin e e r i n g  
goods

50 In  India,  inflation  
measu re d  by  
the___________

Wholesale  
Price  Index
number

Consume r s
Price  Index
for  urban  
non-
manual  
workers

Consume r s
Price  
Index  for  
agricultu ra
l workers

National  
Income  
Deflation

Whole s a l e  
Price  Index  
num b er

51 The  annual  yield  from  
which  of  the  following  
Union  Governm e n t  taxes  
is  the  

Custom  
duties

Corpora t io
n  tax  and  
income  tax

Inheri tanc
e  tax,  
wealth  tax,
interes t  

Excise  duties Excis e  dutie s



highes t_____________ tax  and  
gift  tax

52 The  average  rate  of  
domestic  savings  (gross)  
for  the  Indian  economy  is  
curren t ly  estima te d  to  be  
in  the  range  
of______________

15  to  20  
percen t

20  to  25  
percen t

25  to  30  
percen t

30  to  35  
percen t

20  to  25  
perc e n t

53 In  India,  which  one  
among  the  following  
formula t e s  the  fiscal  
policy____________

Planning  
Commissio
n

Minist ry  of  
Finance

Finance  
Commissio
n

The  Reserve  
Bank  of  India

Ministry  of  
Financ e

54 Foreign  Direct  
Investme n t  ceilings  in  the
telecom  sector  have  been  
raised  from  74  percen t  
to___________

80  percen t 83  percen t 90  percen t 100  percen t 10 0  perce n t

55 FEMA  Stands  
for___________

Foreign  
Exchang e  
manage m e
nt  act

Funds  
Exchang e  
manag e m e
nt  Act

Finance  
exchang e  
Moneta ry  
Act

Future  
Exchang e  
manage m e n t  
act

Foreig n  
Excha n g e  
mana g e m e n t  
act

56 The  past  two  decades  of  
globalisa tion  has  seen  
rapid  movement s  
in__________

goods,  
services  
and  people  
betwee n  
count r ies

 goods,  
services  
and  
investme n t
s  betwee n  
count ries

goods,  
investme n t
s  and  
people  
betwee n  
count ries

Goods,Trad e  
and  Financial  
Institut ions

 good s ,  
servic e s  and  
inves t m e n t s  
betw e e n  
countr i e s

57 The  most  common  route  
for  investmen t s  by  MNCs  
in  count ries  around  the  
world  is  To__________

set  up  new  
factories

buy  
existing  
local  
companies

form  
par tne r s hi
ps  with  
local  
companies

Foreign  
exchang e  
policies

form  
partner s h i p s  
with  local  
comp a n i e s

58 Which  among  the  
following  indus t ry  
gene ra t e s  invisible  
export s?

Fishing Travel  & 
Tourism

Jewellery Handicraf t s  



59 Income  tax,  corpora t e  
tax,  inheri tanc e  tax  etc.  
are  incident  on  the  
person  or  organisa t ion.  
These  taxes  are  
called___________

local  tax indirec t  tax direct  tax rate direc t  tax

60 Rate  of  growth  of  an  
economy  is  measu re d  in  
terms  of_________

per  capita  
income

indust rial  
developme
nt

number  of  
people  
who  have  
been  lifted
above  the  
pover ty  
line

national  
income

natio n a l  
inco m e
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U n e m p l o y m e n t      a n d     Pov e r t y -     H u m a n      Dev e l o p m e n t -     E n vi r o n m e n t a l 

Co n c e r n s -    De m o g r a p h i c    Co n s t r a i n t s :    In t e r a c t i o n    b e t w e e n     po p u l a t i o n 

c h a n g e  a n d  e c o n o m i c  d e v e l o p m e n t . 
 

 

Gr o w t h ,   s t r u c t u r a l   a n d   Ch a n g e   a n d   t h e   I n d i a n   Ec o n o m y :   A  B r i e f 
 

In t r o d u c t o r y  Ov e r v i e w 
 

 

Th a t   m a j o r   s t r u c t u r a l    s hif t s   in   ou t p u t    a n d   e m p l o y m e n t    al w a y s 

a c c o m p a n y    a   s u s t a i n e d    a n d   r a p i d   g r o w t h    of   p e r   c a p i t a   ou t p u t    of   a 

co u n t r y   h a s   b e e n   a n   e s t a b l i s h e d    t r u i s m   si n c e   t h e   ori g i n a l   st u d i e s   of 

ec o n o m i c  g r o w t h   by  Fi s h e r ,  Cl a r k  a n d  Kuz n e t s 1 .    S u c h  st r u c t u r a l   shif t s 

h a v e  b e e n  se e n  a s  m e c h a n i s m s  infl u e n c i n g  t h e  p a c e  of g r o w t h  a s  w el l  a s 

b e i n g   t h e   r e s u l t   of  g r o w t h .   Ei t h e r   of  t h e   t w o  t ri p a r t i t e   divi si o n s   of  t h e 

ec o n o m y   clo s e l y  r e s e m b l i n g   e a c h   ot h e r — t h e   p r i m a r y ‐s e c o n d a r y ‐t e r t i a r y 

or  a g r i c u l t u r e ‐i n d u s t r y ‐s e r v i c e s   divi si o n s —   h a v e   b e e n   u s e d   to  d e s c r i b e 

t h e   ty pi c a l   p a t t e r n   of  st r u c t u r a l   c h a n g e   a s s o c i a t e d   wi t h   wh a t   Kuz n e t s 
 

c all e d  m o d e r n  e c o n o m i c  g r o w t h 2 .  Thi s  ty p i c a l  p a t t e r n   inv olv e s  ini t i a l l y  a 

shif t     fro m      a n     a g r i c u l t u r a l      to     a n     in d u s t r i a l      e c o n o m y      t h r o u g h 

in d u s t r i a l i z a t i o n — a n   in c r e a s e   in   t h e   sh a r e   of  t h e   in d u s t r i a l / s e c o n d a r y 

se c t o r   in  ou t p u t   a n d  e m p l o y m e n t   co m b i n e d   wi t h  a  d e c l i n i n g  im p o r t a n c e 
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of  t h e  a g r i c u l t u r e / p r i m a r y   se c t o r .  Th e  s u b s e q u e n t   po s t ‐ in d u s t r i a l i z a t i o n 

 

or   d e‐i n d u s t r i a l i z a t i o n   st a g e   is   on e   w h o s e   c hi e f   fe a t u r e    is   t h e   ri si n g 

im p o r t a n c e    of   t h e    s e r v i c e s / t e r t i a r y    s e c t o r ,    ev e n    a t    t h e    ex p e n s e    of 

in d u s t r y ,   or   t h e  t r a n s i t i o n  to a s e r v i c e  e c o n o m y . 

 

A   va r i e t y of   fa c t o r s  h a v e  b e e n  hi g h l i g h t e d  in    a t t e m p t s  to 

ex p l a i n  t h e    ob s e r v e d   a s s o c i a t i o n   b e t w e e n   g r o w t h   a n d  st r u c t u r a l   shif t s 

in ou t p u t  a n d    e m p l o y m e n t 4 .  On t h e  d e m a n d   si d e ,  t h e   op e r a t i o n  of 

E n g e l ’ s  La w  le a d i n g   to  s hif t s  in  t h e  p a t t e r n   of  d e m a n d  a s  inc o m e s   ris e 

h a s  b e e n  on e  su c h  fa c t o r .  On   t h e   s u p p l y  si d e ,   in h e r e n t l y diff e r e n t i a l 

p r o d u c t i v i t i e s  a n d p r o d u c t i v i t y    g r o w t h    of  t h e t h r e e s e c t o r s    h a s b e e n 

a d v a n c e d   a s a n  im p o r t a n t    so u r c e    of  t hi s  a s s o c i a t i o n .   Th e  g r o w i n g 

d e m a n d  of  fir m s   fo r  se r v i c e s   a n d   inc r e a s i n g ou t s o u r c i n g  of  t h e s e   h a v e 

al s o   b e e n  hi g h l i g h t e d  a s   im p o r t a n t   in  ex p l a i n i n g a t  le a s t   t h e   ev e n t u a l 

shif t  to w a r d s   se r v i c e s .   Whil e  t h e s e   ex p l a n a t o r y   fa c t o r s   do  in di c a t e   wh y 

st r u c t u r a l   c h a n g e s  in  ou t p u t   a n d   e m p l o y m e n t    a r e   a n  in e vi t a b l e   p a r t   of 

ec o n o m i c   g r o w t h ,  it r e m a i n s   u n c l e a r   w h y   t h e i r  p a t t e r n s  c a n n o t b e 

diff e r e n t   for  co u n t r i e s  m a k i n g  t h e i r   t r a n s i t i o n s  to  r a p i d   a n d   su s t a i n e d 

g r o w t h a t  ve r y  diff e r e n t poi n t s  of ti m e   a n d    u n d e r  ve r y  diff e r e n t 

t e c h n o l o g i c a l  a n d  t r a d e  co n t e x t s .  Ho w e v e r ,  le a v i n g  a si d e  t h e  In d i a n  c a s e , 

t h e    hi s t o r i c a l    ex p e r i e n c e    of   no t    only   d e v e l o p e d    co u n t r i e s    b u t    al s o 

d e v e l o p i n g   e c o n o m i e s   a p p e a r s   to   s u p p o r t   t h e   c a s e   for   t h e r e   b e i n g   a 

u n i v e r s a l  p a t t e r n 

 

Wh e n    t h e    la r g e    rol e    of   se r v i c e s    in   In d i a n    g r o w t h    w a s    firs t 

no t e d ,    it   t e n d e d    to   b e  d e s c r i b e d   a s  “di s p r o p o r t i o n a l i t y ”  or  a n  “ex c e s s 

g r o w t h ”   of  se r v i c e s 8 .   Cu r r e n t l y ,   m a n y   a r e   p r o n e   to  t e r m   it  a s   In d i a ’ s 

“s e r v i c e s    r e v o l u t i o n ” 9 .    Th e   p h e n o m e n o n    h a s   al s o   p r o v o k e d    a   lot   of 

d e b a t e   r e g a r d i n g   t h e  fac t o r s  ex p l a i n i n g   it,  it s  d e s i r a b i l i t y  a n d  lon g ‐t e r m 

su s t a i n a b i l i t y 1 0 .   It  h a s   al s o   le d   to  t h e   r a i s i n g   of  t h e   q u e s t i o n   Is  In d i a 
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pio n e e r i n g    a   n e w   p a t t e r n    w h e r e   s e r v i c e s   c a n   pl a y   t h e   sa m e   r ol e   a s 

 

in d u s t r y   h a d   for  ot h e r   co u n t r i e s   in  t h e   p a s t ? 1 1       M e a s u r e m e n t     iss u e s 

h a v e     al s o    co m e     u n d e r     t h e     sc a n n e r   Ho w    m u c h     of    t h e   g r o w t h   of 

se r v i c e s   is  r e a l  a n d   ho w  m u c h   p u r e l y   st a t i s t i c a l ? 1 2   Wh a t e v e r   b e  on e’ s 

p r e f e r r e d   vie w p o i n t   on  t h e s e   iss u e s ,   ho w e v e r ,   t h e r e   is  lit tl e  do u b t   t h a t 

t h e   ex c e p t i o n a l   g r o w t h   of  s e r v i c e s   m a k e s   t h e   In d i a n   c a s e   of  st r u c t u r a l 

ch a n g e   a n  od d  on e ,  a n  ex c e p t i o n   to  t h e  g e n e r a l  r ul e .  Two  wi d e l y  no t e d 

fe a t u r e s  h a v e  m a r k e d  ou t  t hi s  od d n e s s .  Th e  fir s t  is t h e  p r e m a t u r e   n a t u r e 

of  t h e   t r a n s i t i o n   to  a  s e r v i c e s   do m i n a t e d   e c o n o m y ,   a t  a n  ex c e p t i o n a l l y 

low    lev e l    of   p e r    c a p i t a    inc o m e    a n d    wi t h o u t    a c h i e v i n g    full ‐fle d g e d 

in d u s t r i a l i z a t i o n .   Th e  s e c o n d  is t h a t  t h e  la r g e  s h a r e  of s e r v i c e s  in ou t p u t 

h a s   no t   b e e n   m a t c h e d   by  a  co r r e s p o n d i n g   on e   in  e m p l o y m e n t .   Th e s e 

h a v e  of  co u r s e   di s t i n g u i s h e d   t h e  In d i a n  c a s e  fro m  t h e  ex p e r i e n c e   of  t h e 

d e v e l o p e d    co u n t r i e s ,    wh e r e    bo t h    t h e    a t t a i n m e n t    of   hi g h    lev e l s    of 

in d u s t r i a l i z a t i o n  a n d  t h e  s hif t  of  e m p l o y m e n t   to w a r d s   se r v i c e s  p r e c e d e d 

t h e  d e c i s i v e  s hif t  to w a r d s  t e r t i a r i z a t i o n  of ou t p u t 
 

 

P h a s e s   o f   Gr o w t h    a n d   S t r u c t u r a l    Ch a n g e : 
 

Th e  po s t ‐i n d e p e n d e n c e   p r o c e s s  of g r o w t h  a n d  st r u c t u r a l  c h a n g e  in 
 

In d i a  h a s  go n e  t h r o u g h  fo u r  p h a s e s : 
 

Ph a s e  1:  In d e p e n d e n c e   to  Mi d‐1 9 6 0 s  – Acc e l e r a t i o n  in  g r o w t h  a n d 

st r u c t u r a l  c h a n g e  d r iv e n  c hi e fl y  by t h e  in d u s t r i a l  s e c t o r . 

Ph a s e    2:   Mi d‐1 9 6 0 s    to   1 9 8 0    –   Sl a c k e n i n g    of   t h e    m o m e n t u m 

of  in d u s t r i a l  g r o w t h  a n d  t h e  wi n d i n g  do w n  of t h e  P h a s e  1 t r a j e c t o r y . 

Ph a s e   3:   1 9 8 0   to   E a r l y   a n d   Mi d ‐1 9 9 0 s   –  Se c o n d   s t a g e   g r o w t h 

a c c e l e r a t i o n   a c c o m p a n i e d   by  s hif t  to w a r d s   se r v i c e s   do m i n a t e d   g r o w t h . 

Risi n g  s h a r e   of  p u b l i c  se c t o r   a s  t h e  m a i n  so u r c e   of  in c r e a s i n g   sh a r e   of 

se r v i c e s  in GDP. 

Ph a s e    4:   Mi d‐1 9 9 0 s    on w a r d s    –   Priv a t e    Or g a n i z e d    s e c t o r    le d 

d e c i s i v e  r ei n f o r c e m e n t  of se r v i c e s  do m i n a t e d  g r o w t h  t r a j e c t o r y . 
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Thi s   p e r i o d i z a t i o n of  In d i a ’ s   po s t ‐i n d e p e n d e n c e ec o n o m i c hi s t o r y 
 

poi n t s  to w a r d s   t h e  im p o r t a n c e   of  goi n g  b e y o n d  r e l a t i n g  t h e  dy n a m i c s  of 

t h e  In d i a n  e c o n o m y  to  t h e  d e g r e e  to  wh i c h  t h e  p r e v a l e n t  e c o n o m i c  poli c y 

r e g i m e   w a s   in t e r v e n t i o n i s t   or   lib e r a l   in  diff e r e n t   p e r i o d s .     Le t   u s   se e 

so m e  of t h e  r e a s o n s  wh y . 

 
 

Th e    hi s t o r y    of   a n    in d u s t r i a l    s e c t o r    d ri v e n    p r o c e s s    of   g r o w t h 

a c c e l e r a t i o n  a n d  st r u c t u r a l  c h a n g e  w a s  a  ve r y  s h o r t  on e  in  In d i a ,  limi t e d 

to  t h e  d e c a d e   a n d  a  h a lf  ri g h t  a t  t h e  b e g i n n i n g   of  ou r  r ef e r e n c e   p e r i o d . 

Th e  poli c y  r e g i m e   a t  t h a t   ti m e   w a s   int e r v e n t i o n i s t ,   a n d   it  r e m a i n e d   so 

ev e n    a s   t h e    m o m e n t u m    of   in d u s t r i a l i z a t i o n    e b b e d .    In d u s t r i a l i z a t i o n , 

ho w e v e r ,      co n t i n u e d      to     r e m a i n      h e l d      b a c k      d e s p i t e      su b s e q u e n t 

lib e r a l i z a t i o n    in   poli c y   a n d    ev e n    t h e    t r a n s i t i o n    fro m    a n   a g r i c u l t u r e 

do m i n a t e d   to  se r v i c e s  do m i n a t e d   e c o n o m y .  Th a t  is  w h a t  m a k e s  t h e  mi d ‐ 

1 9 6 0 s   t u r n i n g   poi n t   on e   of  t h e   m o s t   si g n i fi c a n t   on e s   in  t h e   hi s t o r y   of 
 

In d i a n  in d u s t r i a l i z a t i o n .  Cl e a r l y  In d i a ’ s  li mi t e d  in d u s t r i a l i z a t i o n  is a  lo n g ‐ 

t e r m   st o r y   r e l a t e d   to  co n s t r a i n t s   e m b e d d e d   in  h e r   e c o n o m i c   st r u c t u r e , 

wh i c h  n e i t h e r   t h e  a c t u a l  int e r v e n t i o n s   no r  lib e r a l i z a t i o n   h a v e  b e e n   a b l e 

to  eli m i n a t e .  It  is t h e s e  co n s t r a i n t s  t h a t  n e e d    to   b e   inv e s t i g a t e d    if   w e 

a r e   to   m o v e   to w a r d s    p r o p e r l y   u n d e r s t a n d i n g    t h e  p e c u l i a r i t y  of In d i a n 

ec o n o m i c  c h a n g e . 

Th e   a c c e l e r a t i o n in  t r e n d g r o w t h aft e r 1 9 8 0 only   r e ‐e m p h a s i z e s 
 

t hi s  p e c u l i a r i t y .  It  w a s  a s s o c i a t e d   wi t h  a n o t h e r   b r e a k  wi t h  t h e  p a t t e r n   of 

t h e  p r e v i o u s  t h r e e  d e c a d e s   in  t h e  for m  of  a  shif t  to w a r d s   t h e  in c r e a s i n g 

se r v i c e  ori e n t a t i o n   of  no n ‐a g r i c u l t u r a l   g r o w t h .  In  ot h e r   wo r d s ,  it  w a s  in 

se r v i c e s  g r o w t h  r a t h e r  t h a n  in d u s t r i a l  g r o w t h  t h a t  a  lon g ‐t e r m  t r a n s i t i o n 

oc c u r r e d .    Ho w   a n d    w h y   di d   s u c h    a   t r a n s i t i o n    oc c u r ?    Why   di d   t h e 

co n s t r a i n t s   t h a t   co n t i n u e d   to  im p e d e   in d u s t r i a l i z a t i o n   no t   p r e v e n t   t hi s 

t r a n s i t i o n   in  t h e  c a s e  of  s e r v i c e s ?   Eq u a l l y ,  w h y  di d  t h e  r a p i d  g r o w t h   of 
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se r v i c e s  no t  it s e l f  s p u r  a  m o r e  r a p i d  in d u s t r i a l i z a t i o n  p r o c e s s ?  Th e s e  a r e 

 

so m e  of t h e  im p o r t a n t  q u e s t i o n s  po s e d  by t h e  po s t ‐ 
 

1 9 8 0   e x p e r i e n c e   o f  g r o w t h  a n d  s t r u c t u r a l  c h a n g e . 

Ex p l a i n i n g   a c c e l e r a t e d    g r o w t h    af t e r   1 9 8 0   a s   a   co n s e q u e n c e    of 

lib e r a l i z a t i o n    of   e c o n o m i c    poli c y    h a s    al w a y s    co n f r o n t e d    on e    m a j o r 

p r o b l e m .  Thi s  is  t h e  a b s e n c e   of a n y  si g n i fi c a n t  u p w a r d   s hif t  in  t h e  t r e n d 

g r o w t h    r a t e    of   t h e    In d i a n    e c o n o m y    to    t h e    d e c i d e d l y    m o r e    m a j o r 

lib e r a l i z a t i o n  of t h e  1 9 9 0 s .  Th e  fa c t  t h a t  t hi s  a c c e l e r a t i o n  w a s  no t  ro o t e d 

in  in d u s t r i a l i z a t i o n   b u t  r a t h e r   a  s hif t  to w a r d s   s e r v i c e s   onl y  a d d s   to  t h e 

diffi c u l t i e s   of  poli c y  s hif t  b a s e d   ex p l a n a t i o n s ,   a t  le a s t  of  t h e  u s u a l  ki n d . 

Thi s  is e s p e c i a l l y  b e c a u s e  t h e  init i a l  se r v i c e  o ri e n t a t i o n  of g r o w t h  r e l a t e d 

to  a n  ex p a n d i n g  p u b l i c  s e c t o r ,  wh i c h  n e g a t e s  ev e n  t h e  st o r y  of t h e  1 9 8 0 s 

b e i n g  t h e  r e s u l t  of  a n  in c r e a s i n g   ‘pr o ‐b u s i n e s s ’  ori e n t a t i o n   a s  a  p r e l u d e 

to  t h e  ‘pr o‐m a r k e t ’  ori e n t a t i o n   af t e r  1 9 9 1 .  In  fa c t ,  it  is  h a r d  to  se p a r a t e 
 

t h e p r e‐ 
 

a n d po s t ‐1 9 9 1 g r o w t h p h a s e s on   a   p r o ‐b u s i n e s s ve r s u s p r o ‐ 

m a r k e t  b a s i s .  Th e  m o s t  im p o r t a n t  b r e a k s  b e t w e e n  t h e  fir s t  to  t h e  s e c o n d 

a r e  a c t u a l l y  t h e  shif t  fro m  p u b l i c  s e c t o r   to  p r iv a t e   s e c t o r   d r i v e n  g r o w t h 

of s e r v i c e s ,  a n d  t h e  d e c i s i v e  shif t  of t h e  p ri v a t e  or g a n i z e d  se c t o r  to w a r d s 

se r v i c e s .  Th u s ,  t h e  p ri v a t e  s e c t o r  rol e  in g r o w t h  b e c o m e s  p r o m i n e n t  fro m 

t h e    mi d‐1 9 9 0 s ,    b u t    it   only   r e i n f o r c e d    a n   al r e a d y    exi s t i n g    t e n d e n c y 
 

to w a r d s s e r v i c e s ‐ 
 

do m i n a t e d g r o w t h . Mo r e o v e r , giv e n t h e di r e c t a n d 
 

in di r e c t  rol e  of t h e  p u b l i c  s e c t o r  in t h e  d e v e l o p m e n t  of m a n y  of t h e  a r e a s 

of r a p i d  se r v i c e  g r o w t h ,  t h e r e  m a y  exi s t  ot h e r 

d e e p e r  co n t i n u i t i e s  b e t w e e n  t h e  1 9 8 0 s  a n d  la t e r .  F u r t h e r ,  t h e  ro o t s 

of su c h  a  p u b l i c  se c t o r  rol e  m a y  ev e n  lie  in  t h e  in t e r v e n t i o n s  of ev e n  t h e 

p r e‐1 9 8 0  p e r i o d . 

All t h e s e ,  of co u r s e ,  do  no t  s u g g e s t  t h a t  st a t e  e c o n o m i c  poli c y  w a s 
 

u n i m p o r t a n t or  ir r e l e v a n t   to  t h e  In d i a n   st o r y  of  e c o n o m i c   c h a n g e .   Th e y 

do,  ho w e v e r ,  r e m i n d  u s  t h a t  e c o n o m i c  co n t e x t s  wi t h  w hi c h  a r e  a s s o c i a t e d 
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d e fi n i t e    t e n d e n c i e s     c a n n o t    b e    d e fi n e d    or    di s t i n g u i s h e d     m e r e l y    or 

 

p ri m a r i l y  by  wh e t h e r   t h e  p r e v a i l i n g  poli c y  r e g i m e   h a s  a n  in t e r v e n t i o n i s t 

or  a  lib e r a l  e s s e n c e .  N e i t h e r  ki n d  of poli c y  s u c c e e d e d   in  e n s u r i n g  In d i a’ s 

full‐fle d g e d   in d u s t r i a l i z a t i o n ,   b u t   bo t h   a p p e a r   to  h a v e   pl a y e d   a  rol e   in 

fu e l li n g   o r  fa cili t a t i n g   t h e   ex c e p t i o n a l   ex p a n s i o n   of  se r v i c e s .   In s o f a r   a s 

t hi s   so m e w h a t    p a r a d o x i c a l    co m b i n a t i o n    of   t e n d e n c i e s    h a s    b e e n    t h e 

h a ll m a r k  of t h e  In d i a n  st o r y  of ou t p u t  g r o w t h  a n d  st r u c t u r a l  c h a n g e  af t e r 

in d e p e n d e n c e ,  a si m p l e  poli c y ‐r e g i m e  c e n t r e d  ex p l a n a t i o n  of t h a t  st o r y  is 

cl e a r l y  in a d e q u a t e . 

 
 
Th e     In s t i t u t i o n a l     fr a m e w o r k ,     P a t t e r n     o f    As s e t     o w n e r s h i p     i n 

a g r i c u l t u r e   a n d  In d u s t r y 

 

1.  In s t i t u t i o n a l   F r a m e w o r k ,   P a t t e r n s   of  Ass e t   Ow n e r s h i p   in  Agri c u l t u r e 

a n d    In d u s t r y ;    Poli ci e s    for    r e s t r u c t u r i n g    a g r a r i a n    r e l a t i o n s    a n d    for 

r e g u l a t i n g    co n c e n t r a t i o n    of   e c o n o m i c    po w e r .    Pr o f .   M a h e n d r a    Ku m a r 

Gh a d o l i y a  w w w . g h a d o l i y a s e c o n o m i c s - m a h e n d r a . b l o g s p o t . i n 

 

2.    Ch a r a c t e r i s t i c s    of   t h e    Ag r a r i a n    st r u c t u r e    of   In d i a    •    Th e    m a i n 

ch a r a c t e r i s t i c s    of    t h e    a g r a r i a n     st r u c t u r e     wh i c h    in d e p e n d e n t     In d i a 

in h e r i t e d   we r e :   a)  a b s e n t e e   la n d   ow n e r s h i p ;   b)  ex p l o i t a t i o n   of  t e n a n t s 

t h r o u g h   hi g h   r e n t s   a n d   ins e c u r i t y   of  t e n u r e ;   c)  u n e q u a l   di s t r i b u t i o n   of 

la n d ;    d)    ti n y    a n d    fr a g m e n t e d     hol d i n g s ;    a n d    e)    lac k    of    a d e q u a t e 

in s t i t u t i o n a l  fin a n c e  to a g r i c u l t u r e . 

 

3.  Why  La n d  Ref o r m  N e e d e d  •  Th e  ow n e r s h i p  a n d  co n t r o l  ov e r  la n d  w a s 

hi g h l y    co n c e n t r a t e d     in    t h e    h a n d s     of    fe w    la n d    lor d s    a n d    a    fe w 

in t e r m e d i a r i e s .   •   Siz e   a n d   di s t r i b u t i o n   of   la n d   hol d i n g -   •   Ow n e r s h i p 

hol d i n g  is  d e fi n e d   a s  t h e  a r e a   of  la n d  w hi c h  a  p e r s o n   or  a  fa m i l y  ow n s . 

Th e  p r o b l e m   w a s  of  su b d i v i s i o n  a n d  fr a g m e n t a t i o n .  •  Wh e n  a  hol d i n g  is 

h e l d  in s e v e r a l  sc a t t e r e d  plo t s ,  it is c a ll e d  a ‘fr a g m e n t e d  hol d i n g ’  a n d  t h e 
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p r o c e s s   c r e a t i n g   s u c h  hol d i n g s   is  t e r m e d   ‘fr a g m e n t a t i o n ’ .  •  Op e r a t i o n a l 

 

Hol d i n g  =  Ow n e r s h i p  Hol d i n g  — La n d  Le a s e d  ou t  +  La n d  Le a s e d  in) 
 

 

4.   Obj e c t i v e s    of   Agr a r i a n    Refo r m s    i)   To   ch a n g e    t h e    u n e q u a l    a n d 

u n p r o d u c t i v e    a g r a r i a n    st r u c t u r e ;    ii)   To   r e m o v e    ex p l o i t a t i v e    a g r a r i a n 

r e l a t i o n s ,  oft e n  kn o w n  a s  p a t r o n - cli e n t  r e l a t i o n s h i p  in  a g r i c u l t u r e ,  iii)  To 

p r o m o t e   a g r i c u l t u r e   g r o w t h   wi t h  so c i a l  ju s t i c e   Aft e r  In d e p e n d e n c e ,   t h e 

In d i a n   N a t i o n a l   Co n g r e s s   a p p o i n t e d   t h e   Agr a r i a n   Ref o r m s   Co m m i t t e e 

u n d e r   t h e   Ch a i r m a n s h i p   of  J.C.   Ku m a r a p p p a ,   fo r   m a k i n g   a n   in- d e p t h 

st u d y  of  t h e  a g r a r i a n   r e l a t i o n s   p r e v a i l i n g  in  t h e  co u n t r y .  Th e  co m m i t t e e 

su b m i t t e d   it s  r e p o r t  in  1 9 4 9  wh i c h  h a s  co n s i d e r a b l e   im p a c t  on  Agr a r i a n 

Ref o r m s  Poli c y . 

 

5.  Th e  five  co m p o n e n t s   of  la n d  r e f o r m  a r e  a s  follo w s :  1)  Aboli t i o n  of  t h e 

In t e r m e d i a r i e s ,  2)  Te n a n c y  Ref o r m s -  i) Re g u l a t i o n  of  Re n t  ii) S e c u r i t y  of 

Te n u r e    iii)   Ow n e r s h i p    Ri g h t s    for   t e n a n t s    3)   Re o r g a n i s a t i o n    of   la n d 

i)R e d i s t r i b u t i o n   of  La n d  ii)Co n s o l i d a t i o n   of  hol d i n g s ,   a n d  iii)c o o p e r a t i v e 

fa r m i n g .  4) Co m p i l a t i o n  a n d  u p d a t i n g  of la n d  r e c o r d s .  5) Ceili n g  on  La n d 

 

6.  1.  Aboli ti o n   of  t h e   In t e r m e d i a r i e s   •   St a t e s   e n a c t e d   a c t s   in  1 9 5 0   fo r 

Aboli t i o n  of  t h e  In t e r m e d i a r i e s ,   al t h o u g h   t h e  n a t u r e   a n d  eff e c t s  of  s u c h 

le g i sl a t i o n  va r i e d  fro m  st a t e  to  st a t e .  In  so m e  st a t e s  s u c h  a s  We s t  Be n g a l 

a n d   J&K  im p o s e d   ce ili n g   ot h e r s   st a t e s   allo w e d   int e r m e d i a r i e s   to  k e e p 

la n d   for  p e r s o n a l   c ul t i v a t i o n   wit h o u t   limi t  b e i n g   se t .  Ceili n g   la w s  w e r e 

p a s s e d   in  1 9 6 0  by  t hi s  ti m e  m a n y  la n d  ow n e r s   t r a n s f e r r e d   la n d  in  le g a l 

or   ille g a l   m a n n e r .   Th e r e f o r e ,   m a n y   la r g e   in t e r m e d i a r i e s   co n t i n u e d   to 

exi s t    ev e n    af t e r    fo r m a l    a b o l i t i o n    of    za m i n d a r i .    Aft e r    a b o l i t i o n    of 

in t e r m e d i a r i e s   n e a r l y  2 0  millio n  cul t i v a t o r s   in  t h e  co u n t r y  w e r e  b r o u g h t 

in t o  di r e c t  co n t a c t  wi t h  t h e  Gov e r n m e n t . 
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7.  Adv a n t a g e s   of  Aboli ti o n  of  t h e  In t e r m e d i a r i e s :   •  2 0  Milli o n  fa r m e r s   / 

 

t e n a n t s   w e r e   e s t i m a t e d   to  h a v e  co m e  in t o  di r e c t   co n t a c t   wit h  t h e  S t a t e 

m a k i n g  t h e m  ow n e r s  of la n d .  •  Th e  a b o l i t i o n  of in t e r m e d i a r i e s  h a s  le d  to 

t h e   e n d   of  a   p a r a s i t e   cl a s s .   •   Mo r e   la n d   fo r   di s t r i b u t i o n   to   la n d l e s s 

fa r m e r s  w a s  av a i l a b l e .  •  Te n a n t s  to o k  in t e r e s t  in t h e  d e v e l o p m e n t  of la n d 

 

8.   Dis a d v a n t a g e s    of   Aboli t i o n    of   t h e   In t e r m e d i a r i e s :    1.   Aboli ti o n    of 

in t e r m e d i a r i e s   h a s  r e s u l t e d   in  a  h e a v y  b u r d e n   on  t h e  st a t e   ex c h e q u e r   . 

Th e  ex- int e r m e d i a r i e s  h a v e  b e e n  giv e n  a  co m p e n s a t i o n  a m o u n t i n g  to  Rs. 

6 7 0   c r o r e s   in  c a s h   a n d   in  bo n d s .   2.  It  h a s   le d   to  la r g e - sc a l e   evi c t i o n . 

La r g e - sc a l e  evi c t i o n ,  in  t u r n ,  h a s  giv e n  ri s e  to  s e v e r a l  p r o b l e m s   – so c i a l , 

ec o n o m i c ,   a d m i n i s t r a t i v e   a n d   le g a l .   3.   Abs e n t e e   la n d - lo r d s   a s   a   cl a s s 

e m e r g e d  a n d  g a r b e d  t h e  la n d . 

 

9.   2.   Te n a n c y   Ref o r m s   1.   Re g u l a t i o n   of  Re n t :   Th e   Ag r a r i a n   Refo r m s 

Co m m i t t e e    r e c o m m e n d e d    t h a t    r e n t    m u s t    b e   r e g u l a t e d .    So m e    s t a t e s 

b a n n e d   t e n a n c y   w h e r e a s   so m e   b a n n e d   le a s i n g .   2.  Se c u r i t y   of  Te n u r e : 

Se c u r i t y  w a s  p r o v i d e d   to  t e n a n t s   b u t  in  a b s e n c e   of  p r o p e r   la n d  r e c o r d s 

t e n a n t s  w e r e  evi c t e d .  3.  Ow n e r s h i p  Ri g h t s  to  Te n a n t s :  Le gi s l a t i o n s  w e r e 

p a s s e d   to  co n f e r   ow n e r s h i p   ri g h t s   on  t e n a n t   c ul t i v a t o r .   In  so m e   st a t e s 

t e n a n t s   w e r e   m a d e   t h e   ow n e r   a n d   a s k e d   to   p a y   co m p e n s a t i o n   to  t h e 

p r e v i o u s  ow n e r . 

 

1 0 .  3.  Re o r g a n i s a t i o n   of  La n d -  i)  Re d i s t r i b u t i o n   of  la n d   1.Vi n o b a B h a v e 

la u n c h e d   t h e s e   m o v e m e n t s   in  Tel e n g a n a   Th e  obj e c t i v e  w a s  to  p e r s u a d e 

la n d o w n e r s  in e a c h  co n c e r n e d  villla g e  to r e n o u n c e  t h e i r  la n d  ri g h t s ,  af t e r 

wh i c h  all t h e  la n d s  wo u l d  b e c o m e  t h e  p r o p e r t y  of a vill a g e  a s s o c i a t i o n  for 

t h e   e g a l i t a r i a n    r e d i s t r i b u t i o n    a n d   for   p u r p o s e    of   joi n t   c ul t i v a t i o n .   2. 

Vino b a B h a v e    ho p e d    to   eli m i n a t e    p ri v a t e    ow n e r s h i p    of   la n d    t h r o u g h 

Bho o d a n   a n d   Gr a m d a n   a n d   m a i n t a i n e d   t h a t   t h e   m o v e m e n t   wo u l d   go  a 

lon g   w a y  to  e n s u r e   t h e   jus t  r e d i s t r i b u t i o n   of  la n d ,   t h e   co n s o l i d a t i o n   of 

 

Prepared by Dr.B.Geetha Bhai, Professor, Dept of Commerce KAHE, 
&Management, KAHE,                   Page 8 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M                                                       Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e :  1 7 C M U 6 0 4 A U N I T  – III S e m e s t e r :  VI 
Ye a r :  2017-2020B a t c h 
hol d i n g  a n d  t h e i r  joi n t  cul t i v a t i o n  3.  Th e  m o v e m e n t   fail e d  to  a c h i e v e  its 

 

obj e c t i v e s .  La n d  do n a t e d  w a s  u nfi t  fo r  c ul t i v a t i o n . 
 

 

1 1 .  ii) Co n s o l i d a t i o n  of  Hol d i n g s :  1.  Th e  t e r m  ‘Co n s o l i d a t i o n  of hol d i n g s ’ 

r e f e r s  to  a m a l g a m a t i o n  a n d  r e d i s t r i b u t i o n  of t h e  fr a g m e n t e d   la n d  wi t h  a 

vie w  to  b r i n g i n g  to g e t h e r   all  plo t s  of  la n d  of  a  c ul t i v a t o r  in  on e  co m p a c t 

blo c k .    2.   Aft e r    in d e p e n d e n c e    al m o s t    all   St a t e s    p a s s e d    la w   fo r   t h e 

co n s o l i d a t i o n    of   hol d i n g s .    It   w a s    m a d e    co m p u l s o r y    in   Pu n j a b    a n d 

H a r y a n a .    3.   Co n s o l i d a t i o n    p r o v i d e d    for   Pr o h i b i t i o n    of   fr a g m e n t a t i o n 

b e l o w   st a n d a r d   a r e a ,   fixa t i o n   of  mi n i m u m   st a n d a r d   a r e a   for  r e g u l a t i n g 

t r a n s f e r s ,  sc h e m e s  of Co n s o l i d a t i o n  by  ex c h a n g e  of hol d i n g s ,  r e s e r v a t i o n 

of la n d  for  co m m o n  a r e a s  a n d  p r o c e d u r e  for  it s  im p l e m e n t a t i o n . 

 

1 2 .    iii)    Co o p e r a t i v e    F a r m i n g     •    Co o p e r a t i v e    fa r m i n g    r e f e r s    to    a n 

or g a n i s a t i o n   in  wh i c h :  •  e a c h   m e m b e r - fa r m e r   r e m a i n s   t h e  ow n e r   of  hi s 

la n d   in di vi d u a l l y .   Bu t   fa r m i n g    is   do n e   joi n t l y .   •   P r o fi t   is   di s t r i b u t e d 

a m o n g  t h e  m e m b e r - fa r m e r s  in  t h e  r a t i o  of la n d  ow n e d  by  t h e m .  •  Wa g e s 

di s t r i b u t e d  a m o n g  t h e  m e m b e r - fa r m e r s  a c c o r d i n g  to  n u m b e r  of d a y s  t h e y 

wo r k e d .   •   In  ot h e r   wo r d s ,   Coo p e r a t i v e   fa r m i n g =    po o li n g   of  la n d   a n d 

p r a c t i c i n g  joi n t  a g r i c u l t u r e .  Coo p e r a t i v e  fa r m i n g  is  no t  a  n e w  co n c e p t  in 

In d i a .  Si n c e  a n c i e n t  ti m e s ,  In d i a n  fa r m e r s  h a v e  b e e n  givi n g  m u t u a l  ai d  to 

e a c h  ot h e r  in w e e d i n g ,  h a r v e s t i n g  e t c . 

 

1 3 .  4.  Co m p i l a t i o n  a n d  u p d a t i n g  of  la n d  r e c o r d s .  •  In  t h e  Six t h  fiv e  ye a r 

Pl a n  it  w a s  sa i d  t h a t  co m p i l a t i o n  a n d  u p d a t i n g   of  la n d  r e c o r d s   wo u l d  b e 

co m p l e t e d  in a  p h a s e d  m a n n e r  by  1 9 8 5 .  •  Re g u l a r  p e r i o d i c a l  u p d a t i n g  of 

la n d   r e c o r d -   •   Co m p i l a t i o n   a n d   u p d a t i n g   of  t h e   la n d   r e c o r d s   a r e   a n 

e s s e n t i a l    co n d i t i o n    fo r   t h e   eff e c t i v e    im p l e m e n t a t i o n    of   la n d   r e f o r m s 

p r o g r a m m e .    In   r e c e n t    ye a r s   t h e   st a t e s   h a v e   b e e n   u r g e d    to   t a k e   all 

m e a s u r e s  fo r  u p d a t i n g  la n d  r e c o r d s  wi t h  t h e  u t m o s t  u r g e n c y  by  a d o p t i n g 
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a  ti m e - bo u n d   p r o g r a m m e .   Effo r t s   a r e   al s o  b e i n g   m a d e   to  m a i n t a i n   t h e 

 

la n d  r e c o r d s  t h r o u g h  co m p u t e r i z a t i o n . 
 

 

1 4 .  5.  C eili n g s   on  La n d   Hol d i n g :  1.  Th e  t e r m   ‘ceili n g  on  la n d   hol d i n g s ’ 

r e f e r s  to  t h e  le g a l l y  sti p u l a t e d  m a x i m u m  siz e  b e y o n d  w hi c h  no  in di vi d u a l 

fa r m e r   or  fa r m   ho u s e h o l d   c a n   hol d   a n y  la n d .   2.  S e v e r a l   st a t e s   p a s s e d 

diff e r e n t   le gi s l a t i o n s  a n d  g a v e  m a n y  r e l a x a t i o n s .  As  a  r e s u l t  t h e  s u r p l u s 

la n d  av a i l a b l e  for  r e d i s t r i b u t i o n  w a s  n e g l i g i b l e .  3. Effo r t s  s h o u l d  b e  m a d e 

to r e d i s t r i b u t e  c e ili n g  su r p l u s  la n d  a n d  to e n f o r c e  c eili n g  la w s  eff e c t i v e l y . 

 

1 5 .  Dis t r i b u t i o n  of N u m b e r  of Hol d i n g s  a n d  a r e a  Op e r a t e d  in In d i a  2 0 0 0 - 
 

0 1  Siz e   Gr o u p   No .  of  Hol d i n g s   (in  Milli o n   )  Ar e a   Op e r a t e d   (in  Milli o n 

H e c t a r e s )  Ave r a g e  a r e a  p e r  Hol d i n g  % of H ol d i n g s  to  to t a l  Hol d i n g s  % of 

Ar e a   Op e r a t e d   to  to t a l   a r e a   M a r g i n a l   (Bel o w   1  H a )   7 5 . 4 1   2 9 . 8 1   0. 4 0 

6 2 . 8 8  1 8 . 7 0  S m a l l  (1- 2  H a )  2 2 . 6 9  3 2 . 1 4  1. 4 2  1 8 . 9 2  2 0 . 1 6  S e m i - m e d i u m 
 

(2- 4 H a )  1 4 . 0 2  3 8 . 1 9  2. 7 2  1 1 . 6 9  2 3 . 9 6  M e d i u m  (4- 1 0  H a )  6. 5 8  3 8 . 2 2  5. 8 1 
 

5. 4 8   2 3 . 9 7   La r g e   1 0  H a .  An d  Abov e  )  1. 2 3   2 1 . 0 7   1 7 . 1 2   1. 0 3   1 3 . 2 2   All 
 

Hol d i n g s  1 1 9 . 9 3  1 5 9 . 4 9  1. 3 3  1 0 0 . 0 0  1 0 0 . 0 0 
 

 

1 6 .  •   Th e r e   h a s   b e e n   a  s h a r p   ri s e   in  t h e   la n d l e s s n e s s   in  r u r a l   In d i a   • 

Pr o p o r t i o n  of ho u s e h o l d s  w h o  do  no r  po s s e s s  a n y  la n d  w hi c h  w a s  2 5 %  in 

t h e  ye a r  2 0 0 4 - 0 5  h a s  go n e  u p  to  2 6  %  in  t h e  ye a r  2 0 1 1 - 1 2 .  •  Si m il a r l y 

t h e  P e r c e n t a g e   of ho u s e h o l d s  w h o  do  no t  c ul t i v a t e  a n y  la n d  w a s  3 5  %  in 
 

1 9 8 7 - 8 8  t h a t  h a s  go n e  u p  to  4 9 %  in t h e  ye a r  2 0 1 1 - 1 2 .  •  In t h e  ye a r  2 0 1 1 - 
 

1 2  to p  1 0  %  of  t h e  ho u s e h o l d s   c ul t i v a t e d   n e a r l y  5 0 %  of  la n d   w h e r e   a s 

bo t t o m   5 0 %  of  t h e  ho u s e h o l d s   cul t i v a t e d   onl y  0. 4 %  of  t h e  la n d .  N e a r l y 

6 2 %  of Dali t s  a n d  3 9 %  of Ad a v a s i  do  no t  c ul t i v a t e  a n y  la n d .  •  Vik a s R a w a l 

(2 0 1 3 - 1 4) , “ C h a n g e s    in   t h e   di s t r i b u t i o n   of  Op e r a t i o n a l   la n d h o l d i n g s   in 

r u r a l  In d i a :  A st u d y  of NS S  Da t a ”  Revi e w  of Ag r a r i a n  St u d i e s  Vol. 3  N 0 . 2 

July 1 3  Ja n .  1 4 
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1 7 .  C a u s e s   of  slo w  p r o g r e s s   of  la n d  r e f o r m s :   1.  La c k  of  poli t i c a l  will  2. 

 

Fl a w s   in   le gi s l a t i o n -   d efi n i t i o n   of  p e r s o n a l   c ul t i v a t i o n   3.   No   limi t   fo r 

p e r s o n a l  c ul t i v a t i o n  4.  M al a f i d e  t r a n s f e r s  of la n d  5.  In a d e q u a t e   p r o o f s  of 

t e n a n t s 4 p r o b l e m   of  vol u n t a r y   s u r r e n d e r   6.   In a d e q u a t e   c eili n g   la w s   7. 

Le g a l  h u r d l e s  8.Ab s e n c e  of p r o p e r  la n d  r e c o r d s .  *** 

 

1 8 .   Pa t t e r n    of   Ass e t   ow n e r s h i p    in   In d u s t r y    •   Th e   IDRA   -1 9 5 1    a n d 

in d u s t r i a l  lic e n s i n g  Poli c y  h a d  t h e  obj e c t i v e  of r e d u c i n g  co n c e n t r a t i o n  of 

ec o n o m i c    po w e r     a n d    m o n o p o l i s t i c    t e n d e n c i e s .     •    Co n c e n t r a t i o n     of 

ec o n o m i c  po w e r  a n d  MRT P  Act  1 9 6 9  •  La r g e  u n d e r t a k i n g -  Ass e t s  wo r t h 

2 0  cr  •  Do m i n a n t  u n d e r t a k i n g -  Co m m e n d i n g  on e - fo u r t h  of m a r k e t  sh a r e 
 

 

1 9 .  MRT P  Act  1 9 6 9  •  Th e  Pri n c i p a l  obj e c t i v e s  of  t hi s  Act  a s  sp e l t  ou t  in 

t h e  p r e a m b l e   w e r e :  •  i)  Pr e v e n t i o n   of  co n c e n t r a t i o n   of  ec o n o m i c   po w e r 

to  t h e  co m m o n  d e t r i m e n t  •  ii) Fo r  t h e  co n t r o l  of m o n o p o l i e s  •  iii) Fo r  t h e 

p r o h i b i t i o n  of m o n o p o l i s t i c  t r a d e  p r a c t i c e s  •  iv) Pr o h i b i t i o n  of r e s t r i c t i v e 

t r a d e    p r a c t i c e s    •   M a i n   Pr o v i s i o n s    •   P ri o r   a p p r o v a l   •   Re g u l a t i o n    of 

m o n o p o l i s t i c    t r a d e     p r a c t i c e s     •    MRT P    Co m m i s s i o n    to    e n q u i r e     t h e 

r e s t r i c t i v e  t r a d e  p r a c t i c e  di s t o r t i n g  co m p e t i t i o n  •  E n q u i r e  int o  a n y  u nf a i r 

t r a d e  p r a c t i c e 

 

2 0 .   Am e n d m e n t s    in   MRT P   Act   •   Th e   MRT P   Act   h a s   b e e n   a m e n d e d 

r e p e a t e d l y   in  1 9 7 4 ,   1 9 8 0 ,   1 9 8 2 ,   1 9 8 4 ,   1 9 8 5 ,   1 9 8 6 ,   1 9 8 8   a n d   1 9 9 1 .   • 

Do m i n a n t  u n d e r t a k i n g  d e fi n e d  •  Defi n i t i o n  of Goo d  a n d  s e r v i c e s  e n l a r g e d 

•  Mo r e  s t r i c t  p e n a l t y  p r o v i s i o n s  •  Am e n d e d  t h e  d e fi n i t i o n  of u nf a i r  t r a d e 

p r a c t i c e s     •    Po w e r     of    MRT P    Co m m i s s i o n     wi d e n e d     •     Pr e l i m i n a r y 

in s p e c t i o n   by  t h e  Dir e c t o r   Ge n e r a l   m a d e   op t i o n a l   •  Sc r a p p i n g   of  Ass e t 

Li mi t 

 

2 1 .  Co m p e t i t i o n  Act,  2 0 0 2  •  S a li e n t  F e a t u r e s  of N e w  co m p e t i t i o n  Poli c y  – 
 

•  IDRA Act 1 9 5 1  No  lo n g e r  n e e d e d  •  In d u s t r i a l  Dis p u t e  Act, 1 9 4 7  n e e d  to 
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b e  a m e n d e d -  e a s y  exi t  •  Bo a r d  for  In d u s t r i a l  Fi n a n c e   a n d  Re s t r u c t u r i n g 

 

(BIF R )    b e    a b o l i s h e d     •    WTO    a n d    a g r e e m e n t s     r e l a t i n g     to    fo r e i g n 

inv e s t m e n t ,   in t e l l e c t u a l  p r o p e r t y  ri g h t s ,  s u b s i d i e s ,  co u n t e r v a i l i n g  d u t i e s , 

a n t i - d u m p i n g    m e a s u r e s    t e c h n i c a l    b a r r i e r s    to   t r a d e    a n d    gov e r n m e n t 

p r o c u r e m e n t   n e e d  to  b e  r e c k o n e d   in  co m p e t i t i o n  la w  •  MRT P  Act  , 1 9 6 9 

m a y    b e    r e p e a l e d .    C a s e s    b e    t r a n s f e r r e d    to   co n s u m e r    co u r t s    u n d e r 

co n s u m e r  p r o t e c t i o n  a c t ,  1 9 8 6 . 

 

2 2 .  Co m p o n e n t s  of Co m p e t i t i o n  Act, 2 0 0 2  •  Co m p e t i t i o n  La w  •  It is a to ol 

to  im p l e m e n t   a n d  e n f o r c e   co m p e t i t i o n  poli c y  a n d  to  p r e v e n t   a n d  p u n i s h 

a n t i - co m p e t i t i v e      b u s i n e s s      p r a c t i c e s      by      fir m s      a n d      u n n e c e s s a r y 

Gov e r n m e n t   int e r f e r e n c e   in  t h e   m a r k e t .   •   Co m p e t i t i o n   La w   g e n e r a l l y 

cov e r s  3 a r e a s :  •  – Anti - Co m p e t i t i v e  Ag r e e m e n t s ,  e. g . ,  c a r t e l s ,  •  – Abu s e 

of  Do m i n a n t   Po si t i o n  by  e n t e r p r i s e s ,   e. g . ,  p r e d a t o r y   p r i c i n g ,  b a r r i e r s   to 

e n t r y  a n d  •  – Re g u l a t i o n  of M e r g e r s  a n d  Acq u i s i t i o n s  (M&A s) . 

 

2 3 .  Anti- co m p e t i t i v e   Ag r e e m e n t s   Th e s e   a r e   a g r e e m e n t s   w hi c h   c a u s e   or 

a r e  lik e l y  to  c a u s e   a n  a p p r e c i a b l e   a d v e r s e   eff e c t   on  co m p e t i t i o n   wi t h i n 

In d i a :    •    Ho r i z o n t a l     Agr e e m e n t s :     Th e s e     a r e     b e t w e e n     a n d     a m o n g 

co m p e t i t o r s     w h o     a r e     a t    t h e     s a m e     st a g e     of    p r o d u c t i o n ,     su p p l y , 

di s t r i b u t i o n ,  e t c .  Th e s e  a r e  p r e s u m e d   to  b e  ille g a l  Ex a m p l e s :  c a r t e l s ,  bi d 

ri g g i n g ,  coll u s i v e  bi d d i n g ,  s h a r i n g  of m a r k e t s ,  e t c . 

 

2 4 .    Anti- Co m p e t i t i v e    Ag r e e m e n t s    •    Ver t i c a l    Agr e e m e n t s :    •    Ve r t i c a l 

Ag r e e m e n t s    a r e    b e t w e e n    p a r t i e s    a t    diff e r e n t    s t a g e s    of   p r o d u c t i o n , 

su p p l y ,  di s t r i b u t i o n ,  e t c .  •  Th e s e  a r e  no t  p r e s u m e d   ille g a l ;  a r e  s u b j e c t  to 

r ul e        of       r e a s o n .        Ex a m p l e s :        ti e- in       a r r a n g e m e n t s ,        ex c l u s i v e 

su p p l y / d i s t r i b u t i o n  a g r e e m e n t s ,  r e f u s a l  to d e a l . 

 

2 5 .  Po w e r s   of  Co m p e t i t i o n   Co m m i s s i o n   a s  Re g a r d s   Agr e e m e n t s   •  Aft e r 

t h e   in q u i r y   int o  t h e   Ag r e e m e n t ,   Co m p e t i t i o n   Co m m i s s i o n   c a n :   •   di r e c t 
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p a r t i e s  to  di s c o n t i n u e   t h e  a g r e e m e n t   •  p r o h i b i t  p a r t i e s  fro m  r e- e n t e r i n g 

 

su c h  a g r e e m e n t   •  di r e c t  m o d i fi c a t i o n  of t h e  a g r e e m e n t   •  im p o s e  p e n a l t y 

u p  to 1 0 %  of av e r a g e  t u r n o v e r  of t h e  e n t e r p r i s e 

 

2 6 .  Ab u s e  of Do m i n a n c e  •  “Do m i n a n t  po si t i o n ”  is d e fi n e d  a s  a  po si t i o n  of 

st r e n g t h    wh i c h   e n a b l e s   t h e   e n t e r p r i s e   •   to   op e r a t e    in d e p e n d e n t l y   of 

co m p e t i t i v e    fo r c e s    in   t h e   m a r k e t ,    or   •   to   aff e c t    it s   co m p e t i t o r s    or 

co n s u m e r s    in   it s   fav o u r .   •   No   m a t h e m a t i c a l   or   st a t i s t i c a l   for m u l a   is 

a d o p t e d    to   “ m e a s u r e ”    do m i n a n c e    –   •    Abu s e    of   Do m i n a n t    Po si t i o n 

In c l u d e s  p r a c t i c e s  lik e :  •  U nf a i r  or  di s c r i m i n a t o r y  co n d i t i o n s  or  p ri c e s ,  • 

Li mi t i n g   o r  r e s t r i c t i n g   p r o d u c t i o n   or  t e c h n i c a l / s c i e n t i f i c  d e v e l o p m e n t ,   • 

De n i a l  of m a r k e t  a c c e s s ,  a n d  •  Pr e d a t o r y  p r i c i n g  - t h e  p ri c i n g  of go o d s  or 

se r v i c e s   a t   su c h   a  low  lev e l  t h a t   ot h e r   fir m s   c a n n o t   co m p e t e   a n d   a r e 

fo r c e d  to le a v e  t h e  m a r k e t . 

 

2 7 .  Co m b i n a t i o n s   Re g u l a t i o n   •   Co m b i n a t i o n s ,   in  t e r m s   of  t h e   m e a n i n g 

giv e n  to  t h e m  in t h e  Act ,  in cl u d e  m e r g e r s ,  a m a l g a m a t i o n s ,  a c q u i s i t i o n s .  • 

in  or d e r   to   e s t a b l i s h   w h e t h e r   t h e   hi g h e r   co n c e n t r a t i o n   in  t h e   m a r k e t 

r e s u l t i n g   fro m   t h e   m e r g e r   will  in c r e a s e   t h e   po s s i b i l i t y   of  coll u s i v e   or 

u n il a t e r a l l y  h a r m f u l  b e h a v i o u r ,  it m u s t  fir s t  b e  e s t a b l i s h e d  a s  to  wh a t  t h e 

r e l e v a n t     m a r k e t     is    •     Ho r i z o n t a l     M e r g e r s     •     Ver t i c a l     M e r g e r s     • 

Co n g l o m e r a t e    M e r g e r s   •   Pr e - No t i fi c a t i o n   -Th e   r e q u i r e m e n t s    fo r   p r i o r 

no t i fi c a t i o n 

 

2 8 .   Co m p e t i t i o n   Advo c a c y   •   Th e   Co m p e t i t i o n   Co m m i s s i o n   of  In d i a ,   in 

t e r m s   of  a d v o c a c y  p r o v i s i o n s  in  t h e  Act,  is  e n a b l e d   to  p a r t i c i p a t e   in  t h e 

fo r m u l a t i o n   of  t h e  co u n t r y ’ s  e c o n o m i c   poli c i e s  a n d  to  p a r t i c i p a t e   in  t h e 

r e vi e w i n g   of  la w s  r e l a t e d   to  co m p e t i t i o n   a t  t h e  in s t a n c e   of  t h e  C e n t r a l 

Gov e r n m e n t .  •  Co m m i s s i o n  is r e q u i r e d  to  t a k e  m e a s u r e s  fo r  p r o m o t i o n  of 

Co m p e t i t i o n  Advo c a c y ,  c r e a t i n g  Awa r e n e s s  a n d  im p a r t i n g  Tr a i n i n g  a b o u t 

co m p e t i t i o n  iss u e s  [S e c t i o n  4 9 ( 3 ) ] 
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2 9 .   Advo c a c y   m e a n s   co m p e t i t i o n   p r o m o t i o n   t h r o u g h   no n-   e nf o r c e m e n t 

 

m e a s u r e s    •   Fo r   p r o m o t i o n    of   co m p e t i t i o n    a d v o c a c y    a n d   c r e a t i o n    of 

a w a r e n e s s     a b o u t     co m p e t i t i o n     iss u e s ,     t h e    Co m m i s s i o n     m a y :-    •    i) 

Un d e r t a k e   a p p r o p r i a t e   p r o g r a m m e s   / a c t i v i t i e s  e t c . ;  •  ii)  E n c o u r a g e   a n d 

in t e r a c t  wit h  t h e  or g a n i z a t i o n s  of s t a k e h o l d e r s ,  a c a d e m i c  co m m u n i t y  e t c . 

to   u n d e r t a k e    a c t i v i t i e s ,   p r o g r a m m e s ,    st u d i e s ,   r e s e a r c h    wo r k ,   e t c .   on 

co m p e t i t i o n  iss u e s ;  *** 

 

U n e m p l o y m e n t   a n d  p o v e r t y 
 

In t hi s c h a p t e r w e a r e fe el fr e e to st u d y t h e p r o b l e m s of 

u n e m p l o y m e n t ,   c a u s e s   a n d  m e a s u r e s ,   p r o b l e m s   of  pov e r t y   ,p r o b l e m s   of 

ri si n g  e c o n o m i c  a n d  so c i a l  in e q u a l i t y  a n d  p r o b l e m s  of r e g i o n a l  im b a l a n c e 

in In d i a . 

4 . 2 . 1  Pr o b l e m   of  u n e m p l o y m e n t   : 

I)  In t r o d u c t i o n : - 

In d i a  is  d e v e l o p i n g   co u n t r y   wi t h  m a n y  p r o b l e m s   a m o n g   t h e m   on e 

p r o b l e m   is  t h a t   of  u n e m p l o y m e n t .   Th e r e   a r e   m a n y   u n d e r - e m p l o y e d .   In 

In d i a  w e  fin d  va r i o u s   for m s   of  u n e m p l o y m e n t   s u c h   a s,  di s g u i s e d ,   op e n , 

se a s o n a l  a n d  e d u c a t i o n a l  u n e m p l o y m e n t . 

Ba s i c a l l y    In d i a ’ s    u n e m p l o y m e n t    is   st r u c t u r a l    in    n a t u r e .    It    is 

a s s o c i a t e d   wi t h  t h e  in a d e q u a c y   of  p r o d u c t i v e  c a p a c i t y  to  c r e a t e   e n o u g h 

job s  for  all t h o s e  a b l e  a n d  willi n g  to wo r k 

II)  M e a n i n g   o f  u n e m p l o y m e n t : 
 

1) “M a n y  p e o p l e  r e m a i n  wi t h o u t  wo r k  t h a t ’ s  c all e d  u n e m p l o y m e n t ” . 
 

2)“ Q u i t e   a  n u m b e r ,   t h o u g h   e d u c a t e d ,   fin d  no  or  lit t l e  wo r k  to  u s e 

t h e i r  t a l e n t  or  skill it s c a l l e d  u n e m p l o y m e n t ” . 

3  “a  la r g e   n u m b e r   of  wo r k e r   a r e  for c e d   to  r e m a i n   jobl e s s   bo t h  in 

r u r a l  a n d  u r b a n  a r e a s  is t h e  u n e m p l o y m e n t ” . 

III )  Ex t e n t  o f  U n e m p l o y m e n t   i n  In d i a : 
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Acc o r d i n g t h e   co m m i t t e e of  ex p e r t s of  u n e m p l o y m e n t u n d e r t h e 
 

ch a i r m a n s h i p ofB h a g w a t i (1 9 7 3 ) t h e lik e ly   n u m b e r s of  u n e m p l o y m e n t 

in 1 9 7 1 ,  m a y  b e  r e a s o n a b l y  t a k e n  a t  1 8 . 7  milli o n . 

Acc o r d i n g     to    N. S . S    d a t a     (1 9    t h    ro u n d ) ,    t h e    co m m i t t e e     on 

u n e m p l o y m e n t   e s t i m a t e d   t h a t  8. 5  millio n  p e r s o n s   in  r u r a l  a r e a s   a n d  1. 3 

milli o n   p e r s o n s   in  u r b a n   a r e a s   w e r e   wo r k i n g   le s s   t h a n   1 4   ho u r s   p e r 

w e e k . 

IV)  Ty p e s  o f  u n e m p l o y m e n t : 
 

Follo w i n g  a r e  t h e  ty p e s  of u n e m p l o y m e n t  t h a t  exi s t s  in In d i a 
 

1 .  S t r u c t u r a l  u n e m p l o y m e n t : 
 

It   is   a s s o c i a t e d    wi t h   t h e   in a d e q u a c y    of   p r o d u c t i v e    c a p a c i t y   to 

cr e a t e  e n o u g h  job s  fo r  all t h o s e  a b l e  a n d  willi n g  to wo r k . 

2 .  Di s g u i s e d   u n e m p l o y m e n t : 
 

Dis g u i s e d  u n e m p l o y m e n t  is invi si b l e  in  In d i a n  villa g e s ,  wh e r e  m o s t 

of t h e  u n e m p l o y m e n t  exi s t s  in  t h e  fo r m  a n d  u r b a n  u n e m p l o y m e n t   a m o n g 

t h e    e d u c a t e d    cl a s s e s .    In   ex a c t    w a y   di s g u i s e d    u n e m p l o y m e n t    m e a n s 

p e o p l e  wo r k  b e l o w  t h e i r  c a p a c i t y  or  t h e y  po s s e s s  ze r o  m a r g i n a l  p h y s i c a l 

p r o d u c t i v i t y . 

3 .  Cy c l i c a l  u n e m p l o y m e n t : 
 

It  is  a s s o c i a t e d   wi t h  t h e  infl a t i o n  a n d  d e p r e s s i o n  p h a s e  of b u s i n e s s 
 

cy cl e . 
 

4 .  Fr i c t i o n a l  u n e m p l o y m e n t : 
 

Th e  p r o d u c t s ,  t h e  r e s o u r c e s  a n d  t h e  t e c h n o l o g i e s  u n d e r g o  c h a n g e s , 

m a k i n g   t h e   st r u c t u r e   of  a n   e c o n o m y   a   pi c t u r e   of  p e r m a n e n t    ch a n g e . 

F ri c t i o n a l    u n e m p l o y m e n t    exi t s    w h e n    t h e    p r o c e s s    of   r a t i o n a l i z a t i o n 

st a r t e d  in In d i a  si n c e  1 9 5 0  al s o  c a u s e d  di s p l a c e m e n t  of la b o u r . 

5 .  S e a s o n a l   u n e m p l o y m e n t : 
 

It  oc c u r s   a t   ce r t a i n   se a s o n s   of  t h e   ye a r .   Asso c i a t e d   m a i n l y   wi t h 

a g r i c u l t u r e  it is a wi d e s p r e a d  p h e n o m e n o n  in In d i a n  vill a g e . 
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V) Ca u s e s   o f  u n e m p l o y m e n t   i n  In d i a : 

 

1 .  Ri s i n g  i n  p o p u l a t i o n : 
 

In  In d i a  p r o d u c t i v e  c a p a c i t y  is  b el o w  t h e  n e e d e d   q u a n t i t y  a s 

a g a i n s t  t hi s  a d d i t i o n s  to  la b o u r  for c e  a r e  b e i n g  m a d e  a t  a  fa s t  r a t e 

on  a c c o u n t  of t h e  r a p i d l y  g r o w i n g  po p u l a t i o n . 

 
 

Th u s ,   wh il e   n e w   p r o d u c t i v e   job s   a r e   on  t h e   inc r e a s e   t h e   r a t e   of 

in c r e a s e  b e i n g  low,  t h e  a b s o l u t e  n u m b e r  of u n e m p l o y e d  p e r s o n s  is ri si n g 

fro m  ye a r  to ye a r . 

2 .  Sl o w  g r o w t h  o f  a g r i c u l t u r e : 
 

Th e  vol u m e   of  e c o n o m i c   a c t i vi t i e s   of  p r e s e n t   is  b e i n g   d e t e r m i n e d 

la r g e l y  by a g r i c u l t u r e  t h e  r a t e  of ris e  in s u c h  a c t i v i t i e s  is s m a l l . 

3 .  Sl o w  g r o w t h  o f  i n d u s t r y : 
 

Th e   m o d e r n    in d u s t r i a l   se c t o r    w hi c h   w a s   to   p r o v i d e   in c r e a s i n g 

av e n u e s  of e m p l o y m e n t  is g r o w i n g  a t  a ve r y  slo w  pl a c e . 

4 .  D e s t r o y e d   i n d u s t r i e s : 
 

Du r i n g   t h e   Bri t i s h   p e r i o d ,   t h e   flo u r i s h i n g   in di g e n o u s   s m a l l- sc a l e 

a n d  co t t a g e  in d u s t r i e s  in s t e a d  of ex p a n d i n g  a n d  t r a n s f o r m i n g  t h e m s e l v e s 

in to m o d e r n  in d u s t r i e s  w e r e  d e s t r o y e d . 

5 .  Sl o w  c a p i t a l  f o r m a t i o n : 
 

Th e  slo w  c a p i t a l  fo r m a t i o n   al s o  in h a b i t e d   t h e  g r o w t h   –po t e n t i a l  of 

a c t i v i t i e s   bo t h   in  t h e  a g r i c u l t u r a l   s e c t o r s   a n d  t h e  in d u s t r i a l  s e c t o r .   Th e 

in a d e q u a c y   of  ir r i g a t i o n   fac ili t i e s   t h e   sh o r t a g e   of  fe r t i l i z e d   a n d   po w e r 

u n s a t i s f a c t o r y  t r a n s p o r t  fa cili t i e s  e t c  all c a u s e d  la r g e l y  by slo w  g r o w t h  of 

t h e  c a p i t a l  go o d s   s e c t o r s   h a v e  a d v e r s e l y   aff e c t e d   t h e  ex p a n s i o n   r a t e   of 

wo r k  op p o r t u n i s m  in In di a . 

6 .  R e t r e n c h m e n t   o f  la b o u r : 
 

In  In d i a  af t e r  t h e  se c o n d  wo r l d  w a r  wh e n  w a r - ti m e  in d u s t r i e s  w e r e 

b e i n g  clo s e d  t h e r e  w a s  a go o d  d e a l  of fri c t i o n a l  u n e m p l o y m e n t  c a u s e d  by 
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r e t r e n c h m e n t in  t h e  a r m y  or d n a n c e   fa c t o r i e s   e t c  t h e s e   wo r k e r s   w e r e  to 

 

b e  a b s o r b e d  in p e a c e  ti m e  in d u s t r i e s . 
 

7 .  Ra t i o n a l i z a t i o n : 
 

Th e  p r o c e s s   of  r a t i o n a l i z a t i o n   wh i c h  is  st a r t e d   in  In d i a  si n c e  1 9 5 0 

al s o  c a u s e d  of di s p l a c e m e n t  of la b o u r . 

8 .  S h o r t a g e   o f  c a p i t a l  e q u i p m e n t : 
 

In  In d i a ,  it is no t  t h e  r e s u l t  of d e fi c i e n c y  in eff e c t i v e  d e m a n d  in  t h e 

Key n e s i a n   se n s e   b u t  a  co n s e q u e n c e   of  s h o r t a g e   of  c a p i t a l  e q u i p m e n t   or 

ot h e r  co m p l e m e n t a r y  r e s o u r c e s . 

9 .  In a d e q u a t e   e m p l o y m e n t   pl a n n i n g : 
 

Pl a n n i n g    in   In d i a   is   op e r a t i n g    si n c e   1 9 5 1    h a s   no t   co n t r i b u t e d 

a d e q u a t e l y  to  t h e  sol u t i o n  of  t hi s  p r o b l e m   t hi s  is  la r g e l y  b e c a u s e   of  t h e 

low e r   p r i o r i t y   to  t h e   e m p l o y m e n t   obj e c t i v e s   a n d   t h e   u n d e r - r a t i o n i n g   of 

h u m a n - r e s o u r c e s . 

1 0 .  La b o u r  –s u r p l u s e s : 
 

In  In d i a  go v e r n m e n t   h a s  no  co n s i d e r a t i o n  in  a p p r o p r i a t e  r e a l  w a g e 

r a t e   poli c y  a s  ins t r u m e n t s   of  la b o u r   in t e n s i v e   t e c h n i q u e s   in  a  bi g  w a y 

wh e r e   wi t h o u t  p r e j u d i c e  to  ou t p u t   fu r t h e r   lit tl e  h a s  b e e n  do n e  to  u tiliz e 

t h e  N u r k s  va r i e t y  of la b o r  s u r p l u s e s  in vill a g e . 

1 1 .  W e a k  m a n - p o w e r  pl a n n i n g : 
 

In  so m e  s e c t o r s  of t h e  In d i a n  e c o n o m y  t h e r e  is m o r e  t h a n  w e  n e e d , 

wh il e   ot h e r s   t h e r e   is  le s s   t h a n   w e   r e q u i r e d ,   so   is  t h e   c a s e   in   m a n y 

r e g i o n s     a n d    skill s .    Th e s e     im b a l a n c e s     h a v e     c a u s e d     by    in c r e a s i n g 

u n e m p l o y m e n t . 

VI)  M e a s u r e s   t o  r e m o v e  u n e m p l o y m e n t : 
 

1 .  R u r a l  w o r k  pr o g r a m s : 
 

Th e  e m p h a s i s  u n d e r  t h e  p r o g r a m s   w a s  on  t h e  co n s t r u c t i o n  of 

civil   wo r k s of   a p e r m a n e n t n a t u r e a s wo u l d co n t r i b u t e to t h e 
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mi t i g a t i o n   if  no t  t h e   to t a l  e r a d i c a t i o n   of  t h e   sc a r c i t y   co n d i t i o n   in 
 

t h e  a r e a s  co n c e r n e d . 
 

2 .  Ar e a  d e v e l o p e d   s c h e m e : 
 

Thi s    sc h e m e    is   r e l a t e    to    t h e    d e v e l o p m e n t    of   a d e q u a t e 

inf r a s t r u c t u r e   fa cili ti e s  lik e  r o a d s ,  m a r k e t   co m p l e x e s   e t c .  in  a r e a s 

co m m a n d  by t e n  m a j o r  ir ri g a t i o n  p r o j e c t s . 

3 .  Ex p a n d i n g   v o l u m e   o f  w o r k : 
 

On e     a n d     t h e     for e m o s t      sol u t i o n     to     t h e     p r o b l e m      of 

u n e m p l o y m e n t    lie   in   e n l a r g i n g    op p o r t u n i t i e s    fo r   wo r k .   Thi s   is 

n e e d e d  to  b e  do n e  r a p i d i t y  a n d  a t  a n  inc r e a s e d   sc a l e  so  a s  to  cl e a r 

t h e  b a c k l o g  of u n e m p l o y m e n t  w hi c h  is s u b s t a n t i a l . 
 

4 .  Ri s i n g  c a p i t a l  f o r m a t i o n : 
 

It   is   al s o    n e c e s s a r y    t h a t    t h e    a c c u m u l a t i o n    of   c a p i t a l    is 

st e p p e d  u p  it h e l p s  inc r e a s i n g  e m p l o y m e n t . 

5 .  Ap p r o p r i a t e   m i x  o f  pr o d u c t i o n   t e c h n i q u e s   : 
 

It  is  al s o  n e c e s s a r y  to  c h o o s e  su c h  a  co m b i n a t i o n  of c a p i t a l  – 
 

in t e n s i v e  a n d  la b o r – 
 

in t e n s i v e t e c h n o l o g i e s of p r o d u c t i o n a s it g e n e r a t e m a x i m u m 

e m p l o y m e n t . 

6 .  S p e c i a l  e m p l o y m e n t s   pr o g r a m : 
 

Th e  r e m e d i e s  s u g g e s t  t h a t  e m p l o y m e n t  g e n e r a t i o n  t h r o u g h  a 

fa s t e r   g r o w t h   of  t h e   e c o n o m y   a s  w el l  a s  a n   ex p a n s i o n   of  c a p i t a l 

in t e n s i v e   b a s e d    a c t i v i t i e s   p e o p l e   for   w h o m   sp e c i a l   e m p l o y m e n t 

p r o g r a m s    a r e   n e e d e d    fo r   la n d l e s s    a g r i c u l t u r a l   la b o r s ,   m a r g i n a l 

fa r m e r s ,  vill a g e ’ s  a r t i s a n s ,  a n d  t ri b a l  p e o p l e  livin g  in  r e m o t e  a r e a s 

of t h e  co u n t r y  a s  al s o  p e o p l e  in t h e  hilly a r e a s . 

7 .  M a n p o w e r  pl a n n i n g : 
 

Fo r   a c h i e v i n g    e m p l o y m e n t    fo r   all   it   is   n e c e s s a r y    al s o   to 

m a n a g e  h u m a n  r e s o u r c e s  in a sci e n t i f i c  m a n n e r . 
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8 .  S p e c i a l  e m p l o y m e n t   pr o g r a m : 
 

A n u m b e r   of  sp e c i a l  e m p l o y m e n t   p r o g r a m   fo r  s elf  a n d  w a g e 

e m p l o y m e n t   h a v e   b e e n   in  op e r a t i o n   in  r u r a l   a n d   u r b a n   a r e a s .   In 

t h e   r u r a l   a r e a s ,   se lf- e m p l o y e d   sc h e m e   su c h   a s  Sw a r n J a y n t i   Gr a m 

Sw a r o z g a r Y o j n a        (1 9 9 9 )        ,Ja w a h a r        Gr a m        S a m u r i d h i Y oj n a , 

Ja w a h a r R o z g a r Y o j n a   ,  In t e g r a t e d   Ru r a l   Dev e l o p m e n t   Pr o g r a m m e , 

Tr a i n i n g  Fo r  Ru r a l  You t h  Fo r  S e lf  E m p l o y m e n t   e t c . I n  u r b a n   a r e a s , 

Pri m e                        Mi ni s t e r                        Roz g a r Y o j n a                        (1 9 9 5 ) , 

Sw a r n a J a y n t i S h a h a r i R o z g a r Y o j n a ,   a n d   Ur b a n    Pov e r t y   Allevi a t i o n 

Pr o g r a m s  w e r e  la u n c h e d . 

9 .  Ag r o -  s e r v i c e  c e n t e r s : 
 

Th e  sc h e m e s  p r o v i d e d  a s s i s t a n c e s  for  se lf  e m p l o y m e n t  to  t h e 

u n e m p l o y m e n t  p e o p l e  av a i l e d  t h r o u g h  Ag r o  s e r v i c e  c e n t r e s . 

1 0 .  M a r g i n a l  fa r m e r s   a n d  a g r i c u l t u r a l  la b o u r s : 
 

Un d e r  t hi s  sc h e m e  fa m i li e s  w e r e  to b e  a s s i s t e d  wit h  s u b s i d e s , 

cr e d i t   s u p p o r t s    fo r   a g r i c u l t u r a l   a n d   su b s i d i z e d   oc c u p a t i o n s   lik e 

d a i r y  po u l t r y ,  fis h e r y ,  e t c . 

1 1 .  S m a l l  fa r m e r ’ s  d e v e l o p m e n t   s c h e m e : 
 

Th e   obj e c t   of  t h e   sc h e m e s   w a s   to  m a k e   c r e d i t   av a i l a b l e   to 

s m a l l  fa r m e r s  to  e n a b l e 

t h e m  to  m a k e  u s e  of t h e  la t e s t  t e c h n o l o g y  a n d  to  p r a c t i c e  int e n s i v e 

a g r i c u l t u r a l  a n d  div e r s i f y  t h e i r  a c t i v i t i e s . I t  is n e c e s s a r y  t h r o u g h  t h e 

a b o v e    sc h e m e s     t h a t    gov e r n m e n t     co n s e q u e n t l y    t r y    to    r e m o v e 

u n e m p l o y m e n t . 

4 . 2 . 2 P r o b l e m s o f p o v e r t y : 

A) I n t r o d u c t i o n : - 

it s  b a s i c  n e c e s s i t i e s  of life.  Th e  po v e r t y  in In d i a  is a  p r o b l e m  wi t h 
 

so m e   g r a v e   di m e n s i o n ;   it  is  on  t h e   on e  h a n d ,   q u a n t i t a t i v e l y   a  ve r y  bi g 

p r o b l e m  a s  t h e  n u m b e r  of t h e  po o r .  In d e e d  a m a s s i v e  a s p e c t  is t h a t  it is a 
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p r o b l e m  of ve r y  low  p r o d u c t i v i t y  of t h e  po o r ,  t h e s e  p e o p l e s  r e s o u r c e s  a r e 

po o r   in  t e r m s   of  a s s e t s ,   skill s ,  c r e d i t ,   av a il a b i l i t y  ,e t c .  t hi s  m a k e s   t h e i r 

e a r n i n g  to b e  dis m a l l y  s m a l l . 

 

B )  M e a n i n g   o f  p o v e r t y  : 
 
 

1.“All  all  t h o s e   w h o   c a n n o t   u n d e r t a k e   co n s u m p t i o n - ex p e n d i t u r e 

r e q u i r e d  for  t h e  mi n i m u m  c al o r i e - in t a k e  fall po o r ” . 

2.“A n y  p e r s o n  wh o  is  no t  a bl e  to  g e t  mi n i m u m  lev e l  of livi n g  t h a t 

is po o r ” . 

Th u s ,   po v e r t y   ex p r e s s e d   in  t e r m s   of  mi n i m u m   r e q u i r e m e n t s   of 

ve g e t a b l e s ,   c e r e a l s ,   p u l s e ,   mil k,   b u t t e r ,   clo t h i n g ,   or   c al o r i e   in t a k e   is 

co n d i t i o n e d  by t h e  r e l a t i v e  lev e l s  of livi n g  p r e v a l e n t  in t h e  co u n t r y . 

C)  P o v e r t y  i n  In d i a  : 
 
 

V.M.  Da n d e k a r   e s t i m a t e d   t h a t  in  1 9 8 3 - 8 4  a t  to t a l  of  2 8 6  milli o n 
 

(4 4 . 4 )  p e r s o n s  w e r e  livi n g  b e l o w  t h e  po v e r t y  lin e . 
 

Pl a n n i n g   co m m i s s i o n   Ex p e r t   Gr o u p   (1 9 9 3 )   e s t i m a t e d   t h a t   r u r a l 

pov e r t y   r a t i o   h a s   d e c l i n e d   fro m   5 6 . 4 %   in 1 9 7 3   to  3 9 . 1 %   in  1 9 8 7 - 8 8  a s 

a g a i n s t   it  t h e r e   is  a   r e l a t i v e l y   s m a l l e r   d e c l i n e   in  u r b a n   po v e r t y   r a t i o 

wh i c h  h a s  co m e  do w n  fro m  4 2 . 9 %  in 1 9 7 3 - 7 4  to 4 0 . 1 %  in 

1 9 8 7 - 8 8 . 
 

Th e  ov e r a l l  po v e r t y  r a t i o  h a s ,  t h e r e f o r e   d e c l i n e d   fro m  5 4 . 9 %  in  1 9 7 3 - 7 4 

to   3 9 . 3 % i n   1 9 8 7 - 8 8 .   Re c e n t l y ,   sc h o l a r s   h a v e   no t   a g r e e d    on   t h e   n e w 

p a r a m e t e r s  of pov e r t y . 

D )  Ca u s e s   o f  p o v e r t y : 
 

1 .  P a r a d o x  o f  p o v e r t y  wi t h  g r o w t h : 
 

Th e   In d i a n   e c o n o m y   is   b e s e t   wi t h   a   p a r a d o x   or   co n t r a d i c t i o n 

b e c a u s e   on  on e  h a n d  inc r e a s e   in  g r o w t h   of  e c o n o m y ,  on  t h e  ot h e r  h a n d 

t h e s e  g r o w t h  b e n e f i t s  di d  no t  r e a c h  to la r g e  m a s s e s  of t h e  p e o p l e . 
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2 .  Ra p i d  g r o w t h  o f  p o p u l a t i o n : 

 

Th e   in ci d e n c e    of   po v e r t y   is   to   a n   ex t e n t    al s o   c a u s e d    by   t h e 

po p u l a t i o n  g r o w t h w h i c h  is la r g e  a m o n g  t h e  po o r  a t  all- In d i a  r a t e . 

3 .  D e s t r o y e d   i n d u s t r i e s : 
 

Du r i n g   t h e  Bri t i s h   p e r i o d   flo u r i s h i n g   in di g e n o u s   s m a l l- sc a l e  a n d 

co t t a g e   in d u s t r i e s   in s t e a d   of  ex p a n d i n g   a n d  t r a n s f o r m i n g   t h e m s e l v e s   in 

to m o d e r n  in d u s t r i e s  w e r e  d e s t r o y e d . 

 
 
 
4 .  U n e m p l o y m e n t : 

 

In    In d i a    co n s i d e r a b l e     d e g r e e     of    u n e m p l o y m e n t     a n d    u n d e r - 

e m p l o y m e n t   is  fo u n d   a m o n g   r u r a l  la b o u r s .   It  h a s  b e e n   e s t a b l i s h e d   t h a t 

in ci d e n c e    of   u n e m p l o y m e n t    a n d   u n d e r -   u n e m p l o y m e n t    is   t h e   hi g h e s t 

a m o n g  c a s u a l  la b o u r s . 

5 .  W e a k  b a r g a i n i n g   p o w e r : 
 

Ev e n    d u r i n g    p e r i o d s    of    u n e m p l o y m e n t ,    d u e    to    t h e i r    w e e k 

b a r g a i n i n g   po w e r ,  low  w a g e s   b ei n g  p a i d  to  t h e m   so  t h a t  t h e i r  ex t e n t   of 

pov e r t y  h a s  in c r e a s e d . 

6 .  Lo w  a s s e t s : 
 

In  In d i a   a s s e t s   dis t r i b u t i o n   in  r u r a l   a n d   u r b a n   a r e a   is  u n e q u a l 

a c c o r d i n g   to  RBI  d a t a 2 7 %   of  r u r a l   ho u s e h o l d s   owi n g   a s s e t s   wo r t h   le s s 

t h a n  Rs. 2 0 ,  0 0 0  a c c o u n t e d  fo r  onl y 2 . 4 %  of to t a l  a s s e t s . 

7 )  Lo w  e d u c a t i o n : 
 

Th e   low   e d u c a t i o n    a t t a i n m e n t s    of   t h e    po o r    a n d    e d u c a t i o n a l 

diff e r e n t i a l s   a r e   t h e   m a i n   fa c t o r s   for  r e l a t i v e l y   low e r   lev e l s   of  in c o m e 

a m o n g   t h e   po o r .   Po o r   p a r e n t s   a r e   no t   a b l e   to   h e l p   t h e i r   c hil d r e n   to 

a c c e s s  hi g h e r  e d u c a t i o n a l  lev e l . 

8 )  In a d e q u a c y   of  a n t i - p o v e r t y  pr o g r a m s : 
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Ano t h e r   su p p l e m e n t to  t h e  t r a n s f e r   co u l d  b e  t h e  va r i o u s   sp e c i a l 
 

p r o g r a m m e s to  a m e l i o r a t e t h e   co n d i t i o n s of  t h e   po o r .   Th e s e ho w e v e r , 

h a v e  no t  a s  ye t  m a d e  s u b s t a n t i a l  im p a c t  on  t h e  po v e r t y . 

9 )  S t r a t e g y  o f  d e v e l o p m e n t : 
 

Th e   e m p h a s i s   all  alo n g   si n c e   t h e   se c o n d   pl a n   till  r e c e n t l y   h a s 

b e e n   on  t h e   b u il d i n g   of  t h e   c a p a c i t y   for  c a p i t a l   go o d s .   Thi s   m e a n t   to 

t hi n g s  inv e s t m e n t  in c a p i t a l  -in t e n s i v e  p r o j e c t s  or  le s s  e m p l o y m e n t . 

E)  M e a s u r e s   o f  r e m o v a l  t o  p o v e r t y : 
 

1 .  Ri s i n g  i n c o m e   a n d  c o n s u m p t i o n : 
 

To r e m o v e  pov e r t y  it will r e q u i r e  s u c h  a n  or d e r i n g  of p ri o r i t i e s  in 

r e s p e c t    of   p r o d u c t -    mix    a n d    t e c h n o l o g y    mix    t h a t    go o d s    of   m a s s 

co n s u m p t i o n  /w a g e s  go o d s  a n d  t h e  la b o u r -  in t e n s i v e  t e c h n o l o g i e s  g e t  t h e 

hi g h e s t   r a n k i n g   g r o w t h   of  co n s u m p t i o n   go o d s   a n d   la r g e   e m p l o y m e n t 

op p o r t u n i t i e s  fo r  t h e  po o r ,  w h e r e   by  t h e i r  in c o m e  a n d  co n s u m p t i o n   m a y 

ri s e . 

 
 
 
 
 
 

2 .  Ri s i n g  s o c i a l  c o n s u m p t i o n : 
 

Th e   sol u t i o n   of  t h e   po o r   w h i c h   in cl u d e s   ri si n g   t h e   p r o v i s i o n   of 

so c i a l  co n s u m p t i o n  fo r  t h e  po o r  .a n  ex a m p l e  of t h e  s a m e  is t h e  mi n i m u m 

n e e d s   p r o g r a m s .   Thi s   is  s u c h   it e m s   a s   el e m e n t a r y   e d u c a t i o n ,   h e a l t h , 

ho u s i n g ,  w a t e r  s u p p l y  e t c . 

3 .  G e n e r a l  g r o w t h : 
 

Th e  g r o w t h   st r a t e g y   in  a  m a n n e r   t h a t   h e l p e d   to  so m e   ex t e n t   in 

im p r o v i n g  t h e  co n d i t i o n  of t h e  po o r ,  t hi s  inv olv e d  su c h  a r e- st r u c t u r i n g  of 

t h e  p r o d u c t i o n  a n d  of p r o d u c t -  mix  t h a t  p r o v i d e d  m o r e  wo r k  inc o m e  a n d 

m a s s  go o d s  to t h e  po o r . 

4 .  I m p r o v i n g   s o c i a l  s t a t u s : 
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Im p r o v i n g  t h e  so c i a l  st a t u s   of  t h e  po o r  w hi c h  al s o  u p g r a d e   t h e i r 
 

p r o d u c t i v e   c a p a b i l i t i e s ,   effo r t   a t  ri si n g   lit e r a c y   ,wi d e n i n g   t h e   a c c e s s   to 

e d u c a t i o n   a n d   h e a l t h   fac ili t i e s   for  t h e   w e a k e r   s e c t i o n   b e l o n g i n g   to  t h e 

sc h e d u l e d   c a s t e  a n d  b a c k w a r d   cl a s s e s ,  e n h a n c e   t h e  st a t u s ,  t h e  skill  a n d 

h e a l t h  of t h e  po o r . 

5 .  S p e c i a l  pr o g r a m m e : 
 

Th e r e   a r e   c e r t a i n   sp e c i a l   p r o g r a m m e s    for   t h e   d e v e l o p m e n t   of 

wo m e n   a n d   chil d r e n   w e r e   la u n c h e d ,   w hi c h   e m p o w e r   t h e m   in  va r i o u s 

w a y s ,    inc l u d i n g    in   r e s p e c t    of   t h e i r    le g a l    ri g h t s    lik e   so c i a l    w e lf a r e 

sc h e m e s . 

6 .  S e l f - e m p l o y m e n t : 
 

Sp e c i a l   p r o g r a m m e s    involvi n g   t h e   u s e   of   loc a l   r e s o u r c e s    a n d 

m a n p o w e r   c a n   b e   d e v i s e d   to  p r o v i d e   e m p l o y m e n t   on   w a g e s   a n d   se lf- 

e m p l o y e d  b a s i s 

7 .  In c r e a s i n g   e d u c a t i o n : 
 

To r e m o v e  pov e r t y  it is n e c e s s i t y  to  p r o v i d e  b e t t e r  e d u c a t i o n  wh i c h 

is p r o-  oc c u p a t i o n a l  a n d  inc r e a s e s  la b o u r  skill a n d  w a g e s . 

8 .  Tr a i n i n g    pr o g r a m m e : 
 

Th e   t r a i n i n g    p r o g r a m m e    wh i c h    h e l p s    t h e    po o r    in   e a r n i n g    by 

p r o v i d i n g    t h e m    a s s e t s ,    in p u t s ,    c r e d i t    m a r k e t i n g     fa cili t i e s    for    skill 

fo r m a t i o n  e t c . 

9 .  Go v e r n m e n t   pr o g r a m m e : 
 

Th e   go v e r n m e n t   h a s   b e e n   im p l e m e n t e d   va r i o u s   p r o g r a m m e s    fo r 

t h e    e r a d i c a t i o n    of   pov e r t y    s u c h    a s   IRDP ,   NR E P ,    RLGE P ,    d r y   la n d 

d e v e l o p i n g    p r o g r a m m e    ,p u b l i c   di s t r i b u t i o n    sy s t e m    e t c . T h e    m e a s u r e s 

wh i c h   h a v e   lis t e d   a b o v e   to g e t h e r    m a r k   a   w el l- co n c e i v e d   st r a t e g y   for 

e r a d i c a t i n g   po v e r t y .  Bu t ,  t h e  im p o r t a n t   t hi n g  is  t h a t  it  s h o u l d  h a v e  b e e n 

im p l e m e n t e d  eff e c t i v e l y . 

 

E n v i r o n m e n t a l   c o n c e r n s 
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1 .  In t r o d u c t i o n 

 

 

Ec o n o m i c     d e v e l o p m e n t      h a s     invol v e d     co n t i n u o u s      in t e r a c t i o n 

b e t w e e n  t h e  effo r t s  ofh u m a n  b e i n g s  to  im p r o v e  t h e i r  m a t e r i a l  w e ll- b e i n g , 

a n d    t h e    p r o c e s s e s    of   n a t u r e .    Whil e t h e    e n vi r o n m e n t a l    c h a l l e n g e s    of 

d e v e l o p m e n t   h a v e  in d u c e d   m a n y  sci e n t i f i c  di s c o v e r i e s a n d   in n o v a t i o n s  in 

t e c h n o l o g y       a n d       so c i a l       o r g a n i z a t i o n ,       effo r t s       a t       d e v e l o p m e n t 

h a v e s o m e t i m e s    r e s u l t e d    in   e n vi r o n m e n t a l    d e g r a d a t i o n ,   e c o n o m i c   a n d 

so c i a l  st a g n a t i o n ,   a n d h u m a n   suff e r i n g .   Th e  m a j o r   e n vi r o n m e n t a l   iss u e s 

r e l a t i n g   to  t h e  d e v e l o p m e n t   p r o c e s s a r e   di s c u s s e d   h e r e  wi t h i n  t h e  b r o a d 

fr a m e w o r k   of  t h e  r el a t i o n   b e t w e e n   t h e  h u m a n s y s t e m   a n d  t h e  sy s t e m   of 

n a t u r e . 

2 .  Ec o n o m y — E n v i r o n m e n t   R e l a t i o n s h i p 
 

Co n v e n t i o n a l  d e v e l o p m e n t  e c o n o m i c s  p r e s u m e s   t h a t  t h e  w e ll- b e i n g 

of a so c i e t y  d e p e n d s  on  t h e  flow  of co n s u m p t i o n  of go o d s  a n d  s e r v i c e s  by 

it s  p e o p l e .  Wit h  t h e  h e l p  of  sci e n c e  a n d  t e c h n o l o g y  a n d  t h e i r  ow n  la b o r , 

h u m a n  b ei n g s  t r a n s f o r m  t h e  r e s o u r c e s  of n a t u r e  int o  go o d s  a n d  s e r v i c e s 

p r o d u c t s ,   wh i c h   a r e   u s e d   for  ei t h e r   co n s u m p t i o n   or  c a p i t a l   for m a t i o n . 

Aft e r  t h e  co n s u m p t i o n  or  c a p i t a l  u s e ,  t h e  p h y s i c a l  co n t e n t  of t h e  p r o d u c t 

flow s  b a c k  in t o  n a t u r e   in  a  d e g r a d e d   st a t e   a s  w a s t e s .  In  su c h  ec o n o m i c 

p r o c e s s e s  of t r a n s f o r m a t i o n  of n a t u r a l  r e s o u r c e s — b i o t i c  a n d  a b i o t i c—i n t o 

ec o n o m i c   p r o d u c t s ,   a n d   in  t h e i r   su b s e q u e n t   u s e ,   no   b a s i c   co n s t i t u e n t 

el e m e n t s   of  m a t t e r   a n d   e n e r g y   wo u l d   b e   los t .   Ho w e v e r ,   a n y   bi o t i c   or 

a b i o t i c   r e s o u r c e    h a s   a   c e r t a i n   o r d e r e d    s t r u c t u r e .    It   is   t h e s e   or d e r l y 

ch a r a c t e r i s t i c s  t h a t  e n a b l e  t h e  r e s o u r c e  to  r e n d e r  t h e  u s e f u l  s e r v i c e  or  to 

do   t h e   co n c e r n e d   wo r k .   Wit h   ev e r y   u s e   of  t h e   r e s o u r c e ,   it s   st r u c t u r e 

los e s  or d e r l i n e s s .  Th e  d e g r e e  of di s o r d e r   is c a ll e d  e n t r o p y .  In  t h e  co u r s e 

of ci r c u l a r  m o v e m e n t  fro m  t h e  so u r c e  in n a t u r e  to  t h e  e c o n o m y  a n d  fro m 

t h e   e c o n o m y   to  t h e   si n k   of  n a t u r e ,   t h e   b a s i c   el e m e n t s   of  e n e r g y   a n d 

r e s o u r c e s   r e n d e r   u tili t y   to   h u m a n s   w hi l e   m o v i n g   al o n g   a n   in c r e a s i n g 
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e n t r o p y    g r a d i e n t .    3.   E nvi r o n m e n t a l    Ca p i t a l   Ba s e    a n d    E n vi r o n m e n t a l 

 

Cri s i s  Th e  av a i l a b i l i t y  of  low  e n t r o p y  m a t t e r   a n d  e n e r g y  is  limi t e d  in  t h e 

e a r t h .  St o c k s  of ex h a u s t i b l e  r e s o u r c e s  lik e  mi n e r a l s  or  fos s il  fu e l s  c a n n o t 

b e  a u g m e n t e d   in  t h e  h u m a n   ti m e   sc a l e .   Ho w e v e r ,   e c o l o g i c a l   p r o c e s s e s 

r e g e n e r a t e   r e n e w a b l e   r e s o u r c e s   in  t h e   e a r t h .   A  s m a l l   po r t i o n   of  sol a r 

lig h t     e n e r g y     is    t r a n s f o r m e d     in t o    ch e m i c a l     bo n d     e n e r g y     t h r o u g h 

p h o t o s y n t h e s i s  in  pl a n t s .  Thi s  c h e m i c a l  e n e r g y  p r o v i d e s  foo d  no t  only  to 

t h e  pl a n t s  t h e m s e l v e s  b u t  al s o  to  all ki n d s  of a n i m a l  or g a n i s m s ,  in cl u d i n g 

d e c o m p o s e r s    a n d    mi c r o o r g a n i s m s .    So m e    of   t h e    low    e n t r o p y    bio t i c 

r e s o u r c e s   t h u s  g e n e r a t e d   a r e  u s e d   a s  r e n e w a b l e   r e s o u r c e   in p u t  fo r  t h e 

h u m a n   e c o n o m i c   sy s t e m ,   for  foo d  a n d   no n - foo d  e n d u s e   p u r p o s e s   (e. g . , 

bio m a s s  fu e l,  fo r e s t r y  b a s e d  in d u s t r i a l  r a w  m a t e r i a l s ,  or g a n i c  c h e m i c a l s , 

e t c . ) .   Th e   div e r s i t y   of  s u c h   biol o g i c a l   r e s o u r c e s   is  it s e l f   a n   im p o r t a n t 

di m e n s i o n  of  t h e  n a t u r a l  r e s o u r c e   b a s e .  Ap a r t  fro m  s u p p l y i n g  in p u t s  fo r 

t h e   h u m a n   e c o n o m y ’ s   p r o d u c t i o n   sy s t e m ,   n a t u r e   p r o v i d e s   a   r a n g e   of 

ot h e r   s e r v i c e s   t h a t   for m   t h e   u n d e r p i n n i n g   for   all  h u m a n   a c t i vi t y ,   a n d 

wh i c h     a r e     t h e r e f o r e     of    fu n d a m e n t a l     val u e .     Th e     bi o- g e o- c h e m i c a l 

p r o c e s s e s   of t h e  E a r t h  a s  d r i v e n  by  sol a r  e n e r g y  e n s u r e  t h e  op e r a t i o n  of 

hy d r o l o g i c a l  cycl e s  t h a t  s u p p l y  w a t e r  r e s o u r c e s ,  r e g e n e r a t e   soil,  r e c y c l e 

n u t r i e n t s ,   co n t r o l  cli m a t e   a n d  floo d s ,  a s s i m i l a t e   w a s t e s ,   polli n a t e   c r o p s , 

a n d   p u r i f y  ai r  to  m a i n t a i n   t h e   g a s e o u s   co m p o s i t i o n   of  t h e   a t m o s p h e r e . 

Th e   bio d i v e r s i t y    of   t h e    e c o s y s t e m    h a s    on   t h e    on e    h a n d    si g n i fi c a n t 

infl u e n c e   on  t h e  g a s e o u s   co m p o s i t i o n   a n d  cli m a t e   co n d i t i o n .  It  co n t a i n s 

a n d  p r e s e r v e s ,  on  t h e  ot h e r  h a n d ,  a  h u g e  lib r a r y  of  g e n e t i c  info r m a t i o n , 

wh i c h   h a s  im m e n s e   op t i o n   val u e   b e c a u s e   of  t h e  po s s i b l e   fut u r e   h u m a n 

di s c o v e r i e s    of   t h e i r    n e w    e n d - u s e s .    Th e    to t a l i t y    of   e c o s y s t e m s    t h a t 

g e n e r a t e   t h e  bio t i c  r e s o u r c e   in p u t   fo r  t h e  h u m a n   e c o n o m i c   sy s t e m   a n d 

p r o v i d e   all  t h e  a b o v e  no n - m a r k e t   e c o l o g i c a l  s e r v i c e s — w h i c h   a r e  c r u c i a l 

fo r   h u m a n    s u r v i v a l —f o r m s    t h e    e n v i r o n m e n t a l    r e s o u r c e    b a s e    of   t h e 
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ec o n o m y . Thi s e n vi r o n m e n t a l r e s o u r c e b a s e , al o n g wi t h t h e no n- 

r e n e w a b l e   d e p o s i t s   of  mi n e r a l s ,   or e s ,   a n d   fos s il   fu e l s   co n s t i t u t e s   t h e 

n a t u r a l   c a p i t a l   b a s e   (s t o c k )   of   t h e   e c o n o m y .   Wit h   a n y   r e n e w a b l e    or 

r e g e n e r a t i v e  r e s o u r c e   t h e r e   is  po t e n t i a l l y  a  d a n g e r   of  ex h a u s t i o n  d u e  to 

ov e r u s e .   If  t h e   e c o n o m i c   sy s t e m   u s e s   s u c h   r e s o u r c e s   a t  a  r a t e   hi g h e r 

t h a n   its   r a t e   of  r e g e n e r a t i o n ,   t h e r e   will  b e   d e p l e t i o n   in   t h e   st o c k   of 

r e n e w a b l e    r e s o u r c e s    ov e r    ti m e .    Fo r    ex a m p l e ,    h a r v e s t i n g    of   fo r e s t 

bio m a s s    for   fu e l   or   ti m b e r    u s e    a t   a   r a t e    hi g h e r    t h a n    t h e    r a t e    of 

r e g e n e r a t i o n   of  t h e   pl a n t   bio m a s s   le a d s   to  d e g r a d a t i o n   of  fo r e s t s .   Or , 

cr o p  u p t a k e  of  n u t r i e n t s   in  a g r i c u l t u r a l  a c t i v i t i e s  c a n  ex c e e d  t h e  n a t u r a l 

r a t e  of  r e g e n e r a t i o n   of  n u t r i e n t s   in  t h e  soil  t h r o u g h   t h e  op e r a t i o n  of  t h e 

n u t r i e n t  cycl e s  of  n a t u r e .  It  is  in  fa c t  e s s e n t i a l l y  t h e  r a t e  of flow  of  sol a r 

e n e r g y    t h a t   ul t i m a t e l y   s e t s   a   bo u n d    on   t h e   r a t e    of   r e g e n e r a t i o n    of 

r e s o u r c e s ,  al o n g  wi t h  t h a t  on  t h e  ti m e  r a t e  of d e l iv e r y  of all ec o- se r v i c e s 

Ano t h e r    im p o r t a n t    e c o- s e r v i c e    p r o v i d e d    by    t h e    e n vi r o n m e n t a l 

r e s o u r c e  b a s e  is t h e  d e g r a d a t i o n  of t h e  m a t e r i a l  w a s t e s  g e n e r a t e d  by  t h e 

ec o n o m i c  sy s t e m .  Th e  r e g e n e r a t i o n   of  r e s o u r c e s   a n d  t h e  d e g r a d a t i o n   of 

w a s t e s   a r e  t w o  s e r v i c e s   joi n t l y  d e liv e r e d   by  t h e  e c o l o g i c a l  p r o c e s s e s   of 

n a t u r e .   If  t h e   w a s t e   p r o d u c t s   of  t h e   e c o n o m i c   sy s t e m   a r e   p a r t i c u l a r l y 

bio d e g r a d a b l e ,   t h e s e   p r o c e s s e s   t r a n s f o r m   t h e m s e l v e s   in  t h e   co u r s e   of 

in t e r a c t i v e   e c o l o g i c a l   p r o c e s s e s    b e t w e e n    or g a n i s m s    a n d   t h e i r   a b i o t i c 

e n vi r o n m e n t   t h r o u g h   t h e   bio- g e o c h e m i c a l   cy cl e s   d ri v e n   by  e n e r g y   flo w 

t h r o u g h  t h e  foo d  c h a i n . 

Th e r e  a r e ,  ho w e v e r ,  limi t s  on  t h e  ti m e  r a t e s  of  su c h  a b s o r p t i o n   of 

w a s t e s  by  n a t u r e   d e t e r m i n e d   by  t h e  ti m e  r a t e  of e c o l o g i c a l  p r o c e s s e s .  If 

t h e   w a s t e s  of  ec o n o m i c p r o c e s s e s a r e   no t   bio d e g r a d a b l e , t h e y   will  b e 

d e g r a d e d a n d r e n d e r e d  h a r m l e s s    only  t h r o u g h n a t u r a l   w e a t h e r i n g 

p r o c e s s e s  invol vi n g oft e n q u i t e  slo w g e o- c h e m i c a l t r a n s f o r m a t i o n 

t h r o u g h    in t e r a c t i o n    wi t h    t h e    e n v i r o n m e n t    ov e r    a   lon g    p e r i o d .    Th e 
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h a z a r d o u s  w a s t e s  t h a t  a r e  m a n - m a d e  co m p o u n d s  c a n  e n t e r  t h e  biol o g i c a l 

 

sy s t e m  by  g e t t i n g  co n c e n t r a t e d   in t h e  ti s s u e s  of livi n g  or g a n i s m s  wi t h o u t 

b e i n g  d e g r a d e d . 

Th e   r a t e    of   ex t r a c t i o n    of   r e s o u r c e s    by   a n   e c o n o m y    fro m    t h e 

ec o s y s t e m    a n d   t h e   r e t u r n    of   w a s t e s   by   t h e   for m e r   to   t h e   la t t e r   a r e 

d e t e r m i n e d   by  t h e  r a t e  of  g r o w t h   of  e c o n o m i c  a c t i v i t i e s ,  al o n g  wi t h  t h e 

g r o w t h  of t h e  h u m a n  po p u l a t i o n  of t h e  e c o n o m y  co n c e r n e d . 

Th e   m a x i m u m    r a t e   a t   wh i c h   n a t u r e    c a n   a b s o r b    a   giv e n   w a s t e 

p r o d u c t    or    su p p l y    a    giv e n    r e s o u r c e    by    r e g e n e r a t i o n    t h r o u g h    t h e 

ec o l o g i c a l  p r o c e s s e s   of  a  r e g i o n  is  oft e n  fa r  ex c e e d e d   by  t h e  r a t e  of  t hi s 

p r o c e s s   a s   r e q u i r e d    by   e c o n o m i c   d e v e l o p m e n t ,   if  t h e   la t t e r   is   to   b e 

su s t a i n a b l e .   A  r e s o u r c e   c ri s i s   a r i s e s   if  t h e   r a t e   of  r e g e n e r a t i o n   of  low 

e n t r o p y  r e s o u r c e s   fall s  s h o r t  of  t h e  r e q u i r e d   flow  of  r e s o u r c e s   fro m  t h e 

ec o s y s t e m   to   t h e   e c o n o m i c   sy s t e m ,   r e n d e r i n g   t h e   p r e - exi s t i n g   g r o w t h 

lev e l  u n s u s t a i n a b l e .  If t h e  r a t e  of t h e  p r o d u c t i o n  of hi g h  e n t r o p y  w a s t e s , 

on  t h e  ot h e r  h a n d ,  ex c e e d s  t h e  r a t e  of a b s o r p t i o n  of w a s t e  by  n a t u r e  p e r 

u n i t   of   ti m e ,   t h e   b a l a n c e   of   w a s t e   is   d e p o s i t e d    in   t h e   e c o s y s t e m    a s 

poll u t a n t .     Th e     st o c k     of    t h e     la t t e r     wo u l d     a c c u m u l a t e     a n d     s u c h 

a c c u m u l a t i n g  st o c k  wo u l d  aff e c t  a d v e r s e l y  t h e  p r o d u c t i v i t y  of t h e  n a t u r a l 

sy s t e m ,  h u m a n  h e a l t h ,  a n d  t h e  r e g e n e r a t i v e  fu n c t i o n  of n a t u r e .  Whil e  t h e 

c a r r y i n g  c a p a c i t y  of  a n  e c o s y s t e m   is  co n s i d e r e d   to  b e  t h e  m a x i m u m   life- 

su p p o r t  it c a n  p r o v i d e  a t  a  lev e l  su s t a i n a b l e  fo r  it s  bi ol o g i c a l  sy s t e m s ,  its 

op e r a t i v e  d e fi n i t i o n  in t h e  ec o n o m i c  d e v e l o p m e n t a l  co n t e x t  is co n s i d e r e d 

in   t e r m s    of   t h e   m a x i m u m    siz e   of   h u m a n    po p u l a t i o n — a l o n g    wi t h   t h e 

ec o n o m i c  a c t i vi t i e s  of t h e  la t t e r — t h a t  it c a n  s u s t a i n a b l y  s u p p o r t . 

D e m o g r a p h i c   c o n s t r a i n t s 
 

In t r o d u c t i o n 
 

Th e  g r o w t h   in  po p u l a t i o n   ex p l a i n s   t h e  diff e r e n c e   in  t h e  g r o w t h   of 

n a t i o n a l  inc o m e  a n d  t h e  p e r  c a p i t a  inc o m e  si n c e  h u m a n  r e s o u r c e s  h a v e  a 
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m a j o r  rol e  in  g e n e r a t i n g  a g g r e g a t e   flo w  of go o d s  a n d  se r v i c e s .  Th u s ,  t h e 

 

d e m o g r a p h i c  fe a t u r e s   a n d  in d i c a t o r s   of  d e v e l o p m e n t   a r e  clo s e l y  r el a t e d . 

Fo r   in s t a n c e ,   h u m a n   r e s o u r c e s    h a v e   a   t w o- p r o n g e d   r e l a t i o n s h i p   wi t h 

ec o n o m i c   g r o w t h .   We  se e   t h a t   a s   a  r e s o u r c e ,   p e o p l e   a r e   av a il a b l e   a s 

fa c t o r s    of   p r o d u c t i o n    to   wo r k   in   co m b i n a t i o n    wi t h   ot h e r    fac t o r s    of 

p r o d u c t i o n  s u c h  a s  la n d ,  c a p i t a l  a n d  e n t e r p r i s e .  Mo r e o v e r ,  a s  co n s u m e r s , 

h u m a n   b e i n g s  m a k e  d e m a n d   on  t h e  n a t i o n a l  p r o d u c t  of  t h e  e c o n o m y .  In 

t hi s  w a y ,  t h e  siz e  of  po p u l a t i o n  is  a  si g n i fi c a n t   d e t e r m i n a n t   of  e c o n o m i c 

g r o w t h .   It  m a y   b e   no t e d   t h a t   a  la r g e   po p u l a t i o n   m a y   no t   n e c e s s a r i l y 

co n t r i b u t e   to  e c o n o m i c  g r o w t h .  Th u s ,  a  la r g e  fa s t- ri si n g  po p u l a t i o n   m a y 

fin d   it s e l f   in   a   si t u a t i o n   of  ov e r - po p u l a t i o n .   We   m a y   di s c u s s   w h e t h e r 

ec o n o m i c  g r o w t h  al o n e  co n s t i t u t e s  e c o n o m i c  d e v e l o p m e n t  a n d  s e e  t h a t  it 

is  no t  t h e  c a s e .  Th e r e f o r e ,   w e  m u s t   k n o w  a b o u t   ec o n o m i c   d e v e l o p m e n t 

a n d     t h e     in d i c a t o r s     of    e c o n o m i c     d e v e l o p m e n t .     6. 1     D e m o g r a p h i c 
 

F e a t u r e s   a n d  I n d i c a t o r s   o f  D e v e l o p m e n t 
 

Wit h  t h e  h e l p  of In d i a n  c e n s u s  d a t a ,  a  co n c i s e  d e m o g r a p h i c  p r o fil e 

of  t h e   co u n t r y   c a n   b e   p r e p a r e d .   In   1 8 7 2 ,   t h e   co u n t r y ’ s   fir s t   all- In d i a 

Ce n s u s  w a s  co m p l e t e d .  De c e n n i a l  c e n s u s e s  h a v e  b e e n  or g a n i s e d  t h e n  on 

in  1 8 8 1 ,  1 8 9 1 ,  1 9 0 1 ,  1 9 1 1 ,  1 9 2 1 ,  e t c .  Th e  1 4 t h  c e n s u s  w a s  co m p l e t e d  in 

M a r c h ,  2 0 0 1 .  It m a y  b e  no t e d  t h a t  t h e  c e n s u s  in In d i a  is co n d u c t e d  u n d e r 

t h e  Ce n s u s  Act,  1 9 4 8 ,  w hi c h  m a k e s  it obli g a t o r y  for  t h e  p u b l i c  to  p r o v i d e 

all    a n s w e r s     co r r e c t l y    a n d    fully    for    a    co r r e c t    a n a l y s i s .    Tr e n d s    in 

Po p u l a t i o n   Gr o w t h   Ho w e v e r ,   In d i a   h a s   go t  onl y  2. 4 %   of  t h e   to t a l   la n d 

a r e a   of  t h e   wo r l d .   Th u s ,   In d i a   h a s   b e e n   s e r i o u s l y   h a n d i c a p p e d   a  la r g e 

p r o p o r t i o n  of t h e  wo r l d  po p u l a t i o n  is fou n d  ja m- p a c k e d  in a s m a l l  a r e a  of 

t h e  co u n t r y .  M a j o r  t r e n d s  of In d i a n  po p u l a t i o n  a r e  giv e n  a s  u n d e r  : 

1.  Si n c e   1 9 5 1 ,   t h e   u p w a r d   t r e n d   in  po p u l a t i o n   g r o w t h   r a t e   w a s 

m a i n t a i n e d  w hi c h  go t  r e v e r s e d  d u r i n g  t h e  d e c a d e s  1 9 8 1 - 2 0 0 1 . 
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2.  Th e  in c r e a s e  in po p u l a t i o n  aft e r  t h e  co u n t r y ’ s  in d e p e n d e n c e   w a s 
 

m o r e   r a p i d .  Befo r e  t h a t  t h e  c e n s u s   of  1 9 3 1  a n d  t h e  follo wi n g  c e n s u s   of 
 

1 9 4 1   r e c o r d e d   a n  in c r e a s e   of  t h e  m a g n i t u d e   of  a b o u t   In d i a n   Ec o n o m i c 

Poli c y  2. 7 6  c r o r e   a n d  3. 9 7  c r o r e   r e s p e c t i v e l y .  In  t hi s  w a y ,  wh il e  In d i a ’ s 

po p u l a t i o n  h a d  in c r e a s e d  by a b o u t  1 2  c r o r e s  d u r i n g  t h e  fir s t  fifty ye a r s  of 

t h e  p r e s e n t  c e n t u r y ,  i.e .  d u r i n g  1 9 0 1 - 5 1 ,  it in c r e a s e d  by  a b o u t  3 2 . 5  c r o r e 

d u r i n g  t h e  t h r e e  d e c a d e  p e r i o d  of 1 9 5 1  to 1 9 8 1  it s e l f . 

3.  Th e  ye a r  1 9 2 1  is  kn o w n  a s  t h e  ‘Yea r  of  Gr e a t  Divi d e ’.  H e r e ,  it 

m a y  b e  no t e d  t h a t  b ef o r e  1 9 2 1 ,  t h e  g r o w t h  of po p u l a t i o n  w a s  ve r y  slo w . 

A  d e c l i n e   w a s   c a u s e d   by   fa m i n e s   a n d   e p i d e m i c s   d u r i n g   t h e   1 9 1 1 - 2 1 . 

Dis t r i b u t i o n   of   Po p u l a t i o n   by   St a t e s    :  Diff e r e n t    St a t e s    of   In d i a   h a v e 

diff e r e n t   n u m b e r   of  in h a b i t a n t s   wi t h   a  la r g e   g a p .   Fo r   ins t a n c e ,   Ut t a r 

Pr a d e s h  h a s  a po p u l a t i o n  a s  la r g e  a s  1 6 . 6 0  c r o r e  wh il e  Sik ki m  h a s  b a r e l y 

5. 4 0  la k h  p e o p l e .  So m e  r e l a t i v e l y  la r g e  st a t e s  h a v e  a  po p u l a t i o n  of m o r e 

t h a n  5  cr o r e  s u c h  a s  Bih a r ,  M a h a r a s h t r a ,   We s t  Be n g a l ,  And h r a  P r a d e s h , 

M a d h y a   Pr a d e s h ,   Ta m il  N a d u ,  Guj a r a t ,  Ka r n a t a k a   a n d  Raj a s t h a n .   Th e r e 

a r e  ot h e r  st a t e s  wi t h  le s s  t h a n  5 c r o r e  po p u l a t i o n . 

Acc o r d i n g   to  t h e  2 0 0 1  ce n s u s ,  In d i a  is  t h e  s e c o n d   la r g e s t   co u n t r y 

in  t h e  wo r l d  wit h  t h e  to t a l  po p u l a t i o n   of  1 0 2 . 7  cr o r e   co n s t i t u t i n g   a b o u t 

1 6 %  of t h e  to t a l  po p u l a t i o n  of t h e  wo r l d . 
 

Gr o w t h  Ra t e  of Po p u l a t i o n  Th e  ch a n g e  in  po p u l a t i o n  c a u s e d  by  n e t 

mi g r a t i o n   a s   a  p r o p o r t i o n   of  to t a l   po p u l a t i o n   of  t h e   co u n t r y   is  al m o s t 

in si g n i f i c a n t   a n d ,  t h e r e f o r e ,   c a n  b e  e a s i l y  ig n o r e d .   Th e  bi r t h   a n d  d e a t h 

r a t e s  in  In d i a  h a v e  follo w e d  t h e  g e n e r a l  t r e n d s  in d i c a t e d  in  t h e  t h e o r y  of 

d e m o g r a p h i c    t r a n s i t i o n .   Th e   follo wi n g    co n c l u s i o n s    m a y   b e   m a d e    fo r 

In d i a ’ s  po p u l a t i o n  g r o w t h  : 

1.  Th e   n a t u r a l   g r o w t h   r a t e   of  po p u l a t i o n   pic k e d   u p  to  r e a c h   t h e 

m a x i m u m  a t  2 2 . 2 0  p e r  t h o u s a n d  or  a b o u t  2. 2 2 %  p e r  a n n u m  d u r i n g  1 9 7 1 - 

1 9 8 1    (a n d   2 1 . 1 %    d u r i n g    1 9 8 1 - 9 1 ) .   Th e   cr u d e    d e a t h    r a t e    s h o w e d    a 
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m a r k e d    d e c l i n e    in    t h e    d e c a d e    1 9 2 1 - 3 1    a n d    ev e r    si n c e    h a s    b e e n 

 

co n t i n u o u s l y  d e c l i n i n g .  Ho w e v e r ,   d u r i n g   t hi s  p e r i o d   la s t i n g   till  t h e  mi d- 
 

1 9 7 0 s ,  t h e r e  w a s  h a r d l y  a n y  fall in t h e  bi r t h  r a t e . 
 

2.   Th e   st a g e   for   t h e   t hi r d   p h a s e   of  t r a n s i t i o n   w a s   s e t   wit h   t h e 

b e g i n n i n g  wi t h  t h e  1 9 7 0 s  wh e n  t h e  bi r t h  r a t e  r e g i s t e r e d   a  fall.  Ho w e v e r , 

t hi s  h a s  b e e n   n e u t r a l i s e d   by  d e c l i n i n g   m o r t a l i t y .  H e r e ,   it  m a y  b e  no t e d 

t h a t  t h e  g r o w t h  r a t e  of  po p u l a t i o n  d u r i n g  1 9 8 1 - 1 9 9 1  a n d  1 9 9 1 - 2 0 0 1  h a s 

b e e n  le s s  t h a n  t h a t  in  1 9 7 1 - 1 9 8 1  w hi c h  is  a n  in d i c a t i o n  of  t hi r d  st a g e  of 

t r a n s i t i o n .  De n s i t y  of Po p u l a t i o n  Th e  d e n s i t y  of po p u l a t i o n  in  t h e  co u n t r y 

is 3 2 4  (C e n s u s  2 0 0 1 ) .  It is c a l c u l a t e d  a s  a  r a t i o  of t h e  n u m b e r  of p e r s o n s 

p e r  sq .  k m .  of  la n d  a r e a .   It  m a y  b e  no t e d   t h a t   a  co u n t r y   lik e  My a n m a r 

wi t h  a  d e n s i t y  of  po p u l a t i o n   of  only  7 5  h a s  a  p e r  c a p i t a   inc o m e   of  only 

$ 2 0 0  a s  a g a i n s t  $ 5 3 0  in  In d i a .  H o w e v e r ,  Ja p a n  wi t h  a  d e n s i t y  of 3 4 9  h a s 

a  p e r   c a p i t a   inc o m e   of  $ 3 4 , 5 1 0 .   In  t hi s  w a y ,  t h e   d e n s i t y   of  po p u l a t i o n 

h e l p s  to  d e t e r m i n e  t h e  m a g n i t u d e  of t h e  b u r d e n  t h a t  la n d  is b e i n g  c a ll e d 

u p o n   to  c a r r y   a n d   to  d e t e r m i n e   t h e   fu t u r e   po t e n t i a l s   of  g r o w t h   in  t h e 

co u n t r y . 

In t e r - S t a t e   Var i a t i o n s    :  Ge n e r a l l y ,   t h e   d e n s i t y   is  g e n e r a l l y   hi g h   in 

in d u s t r i a l l y- d e v e l o p e d   st a t e s   or   in   t h o s e   r e g i o n s   w h i c h   h a v e   a   b e t t e r 

cli m a t e ,   r a i n f a l l  a n d  ir ri g a t i o n   fa cili t i e s .  In d i a  is  a n  e c o n o m y   w h e r e   t h e 

a g r a r i a n    s e c t o r    do m i n a t e s    a n d   h e n c e    t h e   a b o v e   fa c t o r s    ex e r c i s e    a n 

infl u e n c e   on  t h e   d e n s i t y   of  po p u l a t i o n   in  t h e   co u n t r y .   Life  Ex p e c t a n c y 

Th e  oc c u r r e n c e   of  hi g h  d e a t h   r a t e   a n d / o r   d e a t h   a t  a n  e a r l y  a g e  m e a n s 

life  ex p e c t a n c y  will b e l o w .  Ho w e v e r ,  if t h e  d e a t h  r a t e  is low  a n d / o r  d e a t h 

oc c u r s  a t  a n  a d v a n c e d   a g e ,  life  ex p e c t a n c y  will  b e  hi g h  fo r  a  giv e n  a r e a . 

It  h a s  b e e n  ob s e r v e d  t h a t  in  t h e  la s t  fe w  d e c a d e s ,  t h e  d e a t h  r a t e  in  In d i a 

h a s   r e c o r d e d    a   p e r c e p t i b l e    fall   w hi c h   is   r e fl e c t e d    in   t h e   ri si n g    life 

ex p e c t a n c y .  At  p r e s e n t ,  life  ex p e c t a n c y  a t  bi r t h  is  6 3 . 8 7  ye a r s  fo r  m a l e s 

 
 
 
 

Prepared by Dr.B.Geetha Bhai, Professor, Dept of Commerce KAHE, 
&Management, KAHE,                   Page 30 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M                                                       Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e :  1 7 C M U 6 0 4 A U N I T  – III S e m e s t e r :  VI 
Ye a r :  2017-2020B a t c h 
a n d  6 6 . 9 1  ye a r s  fo r  fe m a l e s .  We  se e  t h a t  ri si n g  life  ex p e c t a n c y  h a s s o c i a l 

 

im p l i c a t i o n s . 
 

Fo r   in s t a n c e ,   it  c r e a t e s   p r e s s u r e   on   t h e   job   m a r k e t .   As  p e r s o n s 

r e a c h i n g   r e t i r e m e n t   a g e  r e m a i n  fit  to  wo r k ,  t h e y  s e e k  ex t e n s i o n  of  t h e i r 

job s   or   fr e s h   e m p l o y m e n t .   Mo r e o v e r ,   a s   t h e   el d e r l y   co n t i n u e    to   live 

lon g e r ,    t h e    n u m b e r    of   joi n t   or   m u l t i- g e n e r a t i o n a l    fa m il i e s    t e n d s    to 

in c r e a s e .   Bu t   w e   kn o w   t h a t   t h e   av e r a g e    siz e   of   ho u s e h o l d s   h a s   no t 

in c r e a s e d   si g n i fi c a n t l y  ov e r  t h e  la s t  fiv e  d e c a d e s  a n d  t h e  to t a l  n u m b e r  of 

ho u s e h o l d s  h a s  ri s e n  sh a r p l y  fo r  t h e  p e r i o d . 

Ag e  a n d  S e x  Co m p o s i t i o n   : Th e  co n s e q u e n c e   of  p a s t  t r e n d s  in  fe r t i li t y 

a n d   m o r t a l i t y  is  r e fl e c t e d   in  t h e  a g e   a n d   s e x  co m p o s i t i o n .   If  hi g h   bi r t h 

a n d  d e a t h  r a t e s  p e r s i s t  for  a  fai rl y  lon g  ti m e  it  wo u l d  r e s u l t  in  a  bo t t o m - 

h e a v y  a g e   py r a m i d .   Fo r  In d i a ,  t h e  a g e   dis t r i b u t i o n   in d i c a t e s   t h a t   ev e r y 

on e  p e r s o n ,  on  a n  av e r a g e ,  h a s  to  e a r n  for  hi m s e l f  a n d  fo r  on e  d e p e n d e n t 

al s o .  H e r e ,   t h e   d e p e n d e n c y   r a t i o   of  t h e   po p u l a t i o n   is  a b o u t   6 4 . 0 7 % .   A 

hi g h    d e p e n d e n c y    r a t i o    a c t s    a s    a   se r i o u s    d r a g    on    p r o d u c t i o n    a n d 

im p r o v e m e n t  of livi n g  st a n d a r d s  of t h e  po p u l a t i o n . 

Th e  diff e r e n c e  b e t w e e n  t h e  bi r t h  r a t e  a n d  t h e  d e a t h  r a t e  m e a s u r e s 
 

t h e  g r o w t h  r a t e  of  po p u l a t i o n . L i t e r a c y  A p e r s o n  m a y  b e  c a ll e d  lit e r a t e   if 

h e   or  sh e   c a n   r e a d   a n d   wr i t e   wi t h   u n d e r s t a n d i n g   in  a n y   la n g u a g e .   In 

In d i a ,  a  s u b s t a n t i a l  p r o g r e s s   in  lit e r a c y  h a s  b e e n  m a d e  d u r i n g  t h e  1 9 5 1 - 

2 0 0 1 .  At  t h e  sa m e  ti m e ,  se x  diff e r e n t i a l s  in  lit e r a c y  r a t e s  a r e  n a r r o w i n g 

do w n .  Fo r  in s t a n c e ,  in  1 9 5 1 ,  t h e  fe m a l e  lit e r a c y  r a t e  a s  a  p e r c e n t a g e   of 

m a l e  lit e r a c y  r a t e  w a s  a b o u t  3 3  w hi c h  h a s  go n e  u p t o  7 1 . 4 0  in  2 0 0 1 .  6. 2 

N a t u r e  of t h e  Po p u l a t i o n  Pr o b l e m  in In d i a 
 

In d i a  h a s   a  la r g e   po p u l a t i o n   a n d   is  d e n s e l y   po p u l a t e d .   Mo r e o v e r , 

si n c e   t h e   1 9 5 0 s ,   t h e   g r o w t h   r a t e   of  po p u l a t i o n   h a s   b e e n   co n s i s t e n t l y 

hi g h .   It  is  d u e   to  p e r s i s t e n c e   of  hi g h   fe r t i l i t y   a n d   d e c l i n i n g   m o r t a l i t y . 

Ap a r t  fro m  t hi s ,  p e r s i s t e n c e   of  hi g h  bi r t h   a n d  d e a t h   r a t e   fo r  fai r l y  lon g 
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ti m e  h a s  r e s u l t e d  in a bo t t o m h e a v y  a g e  py r a m i d ;  t h e  d e p e n d e n c y  r a t i o  in 

 

t h e   e c o n o m y   h a s   b e e n   ve r y   hi g h .   F u r t h e r ,   t h e   co u n t r y   s h o w s   a  ri si n g 

m a s c u l i n i t y    wi t h    t h e    p r o p o r t i o n    of   wo m e n    in   t h e    to t a l    po p u l a t i o n 

g r a d u a l l y  falli n g .  Th e  r u r a l  s e c t o r  do m i n a t e s  t h e  e c o n o m y .  Fi n a l l y ,  a b o u t 

on e- t hi r d  of t h e  to t a l  po p u l a t i o n  is illit e r a t e . 

Eff e c t s   o n  Ec o n o m i c   D e v e l o p m e n t   : Th e  fa s t  g r o w t h   of  po p u l a t i o n   in 
 

In d i a  h a s  c a u s e d  a n u m b e r  of p r o b l e m s  a s  giv e n  b e l o w  : 
 

1.  Co a l e   a n d   Ho o v e r ’ s   Ar g u m e n t   :Co a l e   a n d   H o o v e r   s a y  t h a t   t h e 

GN P  p e r  c a p i t a   wo u l d  b e  low e r   u n d e r   hi g h e r   fe r t i li t y  t h a n   u n d e r   low e r 

fe r t i l i t y .  U n d o u b t e d l y ,  p e r  c a p i t a  p r o d u c t  in  In d i a  is  low e r  t h a n  it  wo u l d 

h a v e   b e e n   h a d   po p u l a t i o n   b e e n   g r o w i n g   m o r e   slo w l y ,  b e c a u s e   of  t h r e e 

r e a s o n s   giv e n   b el o w   :  •   Du e   to   t h e   s m a l l e r   n u m b e r    of  wo r k e r s ,   t h e 

a m o u n t   of  c a p i t a l   p e r   wo r k e r   wo u l d   h a v e   b e e n   g r e a t e r .   •   Th e   la b o u r 

fo r c e  wo u l d  h a v e  b e e n  lit tl e  s m a l l e r  in  siz e  in  c a s e  t h e  fe r t i li t y  h a d  b e e n 

low e r   fo r   a   lon g e r   p e r i o d .   Ho w e v e r ,   t h e   n u m b e r   of  p e o p l e   it  h a d   to 

su p p o r t  wo u l d  h a v e  b e e n  m u c h  s m a l l e r  d u r i n g  t h e  p e r i o d .  •  If t h e  eff e c t 

of  di m i n i s h i n g   r e t u r n s   in  a g r i c u l t u r e   w a s  e q u i v a l e n t   to  a  low e r   av e r a g e 

p r o d u c t i v i t y    of    c a p i t a l ,    t h e    c a p i t a l    it s e l f    wo u l d    h a v e    b e e n     m o r e 

p r o d u c t i v e . 

2.  Ca s s e n ’ s A r g u m e n t   :  Acc o r d i n g   to  R. H .   C a s s e n ,   t h e r e   a r e   t w o 

m a i n  r e l a t i o n s h i p s  t h r o u g h  wh i c h  po p u l a t i o n  g r o w t h  aff e c t s  t h e  e c o n o m y 

: s a v i n g s  eff e c t  a n d  co m p o s i t i o n  of inv e s t m e n t  eff e c t . 
 

(a)   S a v i n g s   Effe c t   :  Acco r d i n g    to   t hi s ,   s a v i n g s   a r e   r e d u c e d    by 

po p u l a t i o n   g r o w t h   b e c a u s e   of  t h e  inc r e a s e   of  b u r d e n   of  d e p e n d e n c y .  As 

all  m u s t  co n s u m e   wh il e  r e l a t i v e l y  fe w e r  p r o d u c e ,  co n s u m p t i o n   p e r  h e a d 

ri s e s  a n d  sa vi n g s  p e r  h e a d  fall s . 

(b)    Co m p o s i t i o n    of   Inv e s t m e n t     Eff e c t    :   Wit h    a n    inc r e a s i n g 

po p u l a t i o n ,   a  s h a r e   of  inv e s t i b l e   r e s o u r c e s   h a s   to   b e   u tili s e d   to w a r d s 

r e p r o d u c i n g     fo r    a d d i t i o n a l     p e o p l e     ‘un p r o d u c t i v e ’     fa cili t i e s     of    t h e 

 

 
Prepared by Dr.B.Geetha Bhai, Professor, Dept of Commerce KAHE, 
&Management, KAHE,                   Page 32 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M                                                       Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e :  1 7 C M U 6 0 4 A U N I T  – III S e m e s t e r :  VI 
Ye a r :  2017-2020B a t c h 
ec o n o m y .    Th u s ,    t h e    p r e s s u r e s     of   po p u l a t i o n    g r o w t h    h a v e    b e c o m e 

 

p r o g r e s s i v e l y   m o r e   in t e n s e .   Po p u l a t i o n   Poli c y   in  In di a   Th e   po p u l a t i o n 

p r o b l e m   in  In d i a  n e e d s   a  poli c y  w hi c h  ai m s  a t  a  r a p i d   r e d u c t i o n   in  t h e 

bi r t h  r a t e  of t h e  co u n t r y .  Th e  foc u s  of t h e  po p u l a t i o n  poli c y  sh o u l d  b e  : 

1.  To inc r e a s e  t h e  r a t e  of e m p l o y m e n t  a t  a  r a t e  t h a t  it will do  a w a y 

wi t h  u n e m p l o y m e n t   a m o n g   po p u l a t i o n   of  wo r k i n g  a g e .  2.  To  co n t r o l  t h e 

g r o w t h    of   po p u l a t i o n    t h r o u g h    fa m i ly    pl a n n i n g .    N a t i o n a l    Po p u l a t i o n 

Poli c y ,   2 0 0 0   Th e   N a t i o n a l   Po p u l a t i o n   Poli c y ,   2 0 0 0   h a s   t h e   follo wi n g 

ai m s   :  1.   Th e   im m e d i a t e   obj e c t i v e   is  to   m e e t   t h e   “u n m e t ”   n e e d s   fo r 

co n t r a c e p t i o n ,      h e a l t h      c a r e      inf r a s t r u c t u r e ,      h e a l t h      p e r s o n n e l      a n d 

in t e g r a t e d  s e r v i c e  d e liv e r y  in t h e  co u n t r y . 

2.    Th e    mi d- t e r m    obj e c t i v e    is    to    b r i n g    t h e    to t a l    fe r t i l i t y    to 

r e p l a c e m e n t   lev e l s ,   t h a t   is,  t w o   c hil d r e n   p e r   co u p l e .   3.  Th e   lo n g- t e r m 

obj e c t i v e  is ai m e d  a t  st a b i l i s a t i o n  of po p u l a t i o n  by  2 0 4 5 .  In t h e  poli c y ,  1 6 

p r o m o t i o n a l  a n d  m o t i v a t i o n a l  m e a s u r e s  h a v e  b e e n  ou t l i n e d  to  im p l e m e n t 

it.  So m e  of t h e  im p o r t a n t  a r e  giv e n  b el o w  : 1.  Fo r  co u p l e s  b e l o w  pov e r t y 

lin e ,    wi t h    t w o    livin g    c hil d r e n ,    w h o    u n d e r g o    st e r i l i s a t i o n ,    a   h e a l t h 

in s u r a n c e     cov e r    of   Rs.    5, 0 0 0    h a s    b e e n    fixe d .    2.    P a n c h a y a t s    a n d 

Zil a P a r i s h a d s  to b e  r e w a r d e d  fo r  p r o m o t i n g  s m a l l  fa m i l y  no r m . 

3. Chil d M a r r i a g e Re s t r a i n t Act a n d Pr e - n a t a l Dia g n o s t i c s 
 

Te c h n i q u e s  Act, to st r i c t l y  e nf o r c e d . 
 

4.   Pr o vi s i o n    of   fu n d s    a n d    sof t   lo a n s    fo r   p r o v i d i n g    a m b u l a n c e 

se r v i c e s  in r u r a l  a r e a s . 

5. Abo r t i o n  fa cili t i e s  sc h e m e  to b e  st r e n g t h e n e d . 
 

6. Co u p l e s  b e l o w  po v e r t y  lin e ,  w h o  m a r r y  aft e r  le g a l  a g e ,  h a v e  fir s t 

chil d  af t e r  t h e  m o t h e r  r e a c h e s  2 1 ,  a c c e p t  s m a l l  fa m i l y  no r m  a n d  u n d e r g o 

st e r i l i s a t i o n  af t e r  bi r t h  of  tw o  c hil d r e n   a r e  to  b e  r e w a r d e d .   Gov e r n m e n t 

h a s   e s t a b l i s h e d   a  N a t i o n a l   Co m m i s s i o n   on   Po p u l a t i o n ,   h e a d e d   by   t h e 

Pri m e    Mi ni s t e r ,    to   m o n i t o r    t h e    n e w    poli c y   m e a s u r e s .    In d i c a t o r s    of 
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Dev e l o p m e n t    N a t i o n a l    inc o m e    e s t i m a t e s    (a n d   t h e   co r r e s p o n d i n g    p e r 

 

c a p i t a   inc o m e   e s t i m a t e s )   a r e   u s e d   a s   in d i c a t o r s   of  ec o n o m i c   g r o w t h . 

Th e r e    is   a n o t h e r    co n c e p t    c a ll e d    e c o n o m i c    d e v e l o p m e n t    wh i c h    is   a 

b r o a d e r  co n c e p t  t h a n  e c o n o m i c  g r o w t h . 

Ec o n o m i c   Gr o w t h   a n d   Ec o n o m i c   D e v e l o p m e n t   :  An  in c r e a s e   in  r e a l 

t e r m s   of  t h e  ou t p u t   of  go o d s   a n d  s e r v i c e s   t h a t  is  s u s t a i n e d   ov e r  a  lon g 

p e r i o d   of  ti m e ,   m e a s u r e d   in  t e r m s   of  val u e   a d d e d   m a y   b e   d e fi n e d   a s 

ec o n o m i c     g r o w t h .     On    t h e    ot h e r     h a n d ,     t h e    co n c e p t     of    e c o n o m i c 

d e v e l o p m e n t  foc u s e s  on  t h e  a c h i e v e m e n t  of t h e  follo w i n g  t h r e e  ai m s  : 

1.  In c r e a s i n g  t h e  av a i l a b i l i t y  a n d  wi d e n i n g  t h e  dis t r i b u t i o n  of b a s i c 

life s u s t a i n i n g  go o d s .  2. E n h a n c i n g  t h e  lev e l s  of livi n g . 

3.  Wi d e n i n g  t h e  r a n g e  of e c o n o m i c  a n d  so c i a l  ch o i c e  to  in di vi d u a l s 

a n d   n a t i o n s   by  fr e e i n g   t h e m   fro m   se r v i t u d e   a n d   d e p e n d e n c e   no t 

only  in  r e l a t i o n   to  ot h e r   p e o p l e   a n d   n a t i o n - st a t e s ,   b u t  al s o  to  t h e 

fo r c e s   of   ig n o r a n c e    a n d   h u m a n    mi s e r y   in   so c i e t y .   Ke e p i n g   t h e 

a b o v e  t h r e e  obj e c t i v e s  in  mi n d ,  t h e  q u a l i t y  of life  is r e g a r d e d   a s  a n 

im p o r t a n t  in d e x  of d e v e l o p m e n t .  Se v e r a l  fac t o r s  a r e  invol v e d  in t h e 

m e a s u r e m e n t   of  su c h   ‘qu a l i t y’.  Fo r   ex a m p l e ,   life  ex p e c t a n c y ,   t h e 

lev e l   of   n u t r i t i o n ,   e d u c a t i o n    a n d   lit e r a c y   r a t e s ,   co n s u m p t i o n    of 

e n e r g y   p e r   h e a d   a n d s o   on .  Whil e  so m e   of  t h e s e   fa c t o r s   a r e   ‘no n- 

m o n e t a r y ’ ,   ot h e r s   a r e   ‘mo n e t a r y ’ .   In   t hi s   di r e c t i o n ,   a t   le a s t   t w o 

m o s t    im p o r t a n t     in di c e s     a r e    H u m a n     Dev e l o p m e n t     In d e x    a n d 

Ec o n o m i c  Dev e l o p m e n t  In d e x . 

H u m a n   D e v e l o p m e n t   In d e x  : 
 

A  p r o c e s s   of  e nl a r g i n g   p e o p l e ’ s   c h o i c e s   m a y   b e   c a ll e d   H u m a n 

d e v e l o p m e n t .  Th e  Uni t e d  N a t i o n s  Dev e l o p m e n t   Pr o g r a m m e   p r e p a r e s   t h e 

H u m a n  Dev e l o p m e n t   In d e x  (HDI)  a n n u a l l y .  In  t h e o r y ,  t h e  c h o i c e s  c a n  b e 

infi n i t e   a n d   c h a n g e   ov e r   ti m e .   Co m p u t a t i o n   of  HDI   :  Th e r e   a r e   t h r e e 

in di c a t o r s   of  HDI.   Fi r s t ,   lon g e v i t y ,   a s   m e a s u r e d   by  life   ex p e c t a n c y   a t 
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bi r t h    (2 5    ye a r s    a n d    8 5    ye a r s ) ;    se c o n d ,    e d u c a t i o n a l    a t t a i n m e n t ,    a s 

 

m e a s u r e d   by  a  co m b i n a t i o n  of a d u l t  lit e r a c y  (t w o- t hi r d s  w e i g h t )  (0 %  a n d 
 

1 0 0 % )   a n d   co m b i n e d   p r i m a r y ,   s e c o n d a r y   a n d   t e r t i a r y   e n r o l m e n t   r a t i o s 

(o n e - t hi r d    w ei g h t )   (0 %   a n d   1 0 0 % ) ;   a n d   t hi r d    st a n d a r d    of   livi n g ,   a s 

m e a s u r e d   by  r e a l  GDP  p e r  c a p i t a  (P P P $ )  ($ 1 0 0  a n d  $ 4 0 , 0 0 0  (PP P $ ) ) . F o r 

e a c h  of t h e s e  in d i c a t o r s ,  fixe d  mi n i m u m   a n d  m a x i m u m   val u e s  h a v e  b e e n 

se t   in   or d e r   to   co n s t r u c t   t h e   in d e x   :  Ge n e r a l   for m u l a   for   co m p u t i n g 

in di vi d u a l  fo r  a n y  co m p o n e n t  of t h e  HDI : 

In d e x  =  Act u a l  val u e - Mi n i m u m  val u e  M a xi m u m  val u e - Mi n i m u m  val u e 
 

Acc o r d i n g l y ,   t h e   HDI   is  a  si m p l e   av e r a g e   of  t h e   life  ex p e c t a n c y 

in d e x ,   e d u c a t i o n a l   a t t a i n m e n t   in d e x   a n d   a d j u s t e d   r e a l   GDP  p e r   c a p i t a 

(P P P $ )   in d e x .   Th u s ,   it  is  d e r i v e d   by   divi di n g   t h e   s u m   of  t h e s e   t h r e e 

in di c e s   by  3.  Acc o r d i n g   to  t h e  H u m a n   De v e l o p m e n t   Re p o r t ,   2 0 0 4   In di a 

r a n k e d   1 2 7  in  t h e  g r o u p  of  1 7 7  co u n t r i e s .  Ec o n o m i c  Dev e l o p m e n t   In d e x 

(EDI)  : N a t i o n a l  Co u n c i l  of Appli e d  Ec o n o m i c  Re s e a r c h   (N CA E R )  of N e w 

Del h i  h a s   d e v e l o p e d   a  n e w   m e a s u r e   c all e d   EDI.  We  m a y  no t e   t h a t   t h e 

EDI  d e v e l o p s   fu r t h e r   on  t h e  HDI  a n d  is  b a s e d   on  t h r e e   co m p o n e n t s   t h e 

h e a l t h  a t t a i n m e n t   in d e x ,  t h e  e d u c a t i o n   a t t a i n m e n t   in d e x ,  a n d  p e r  c a p i t a 

GDP   of  t h e   e c o n o m y .   NCAE R’ s   m o d e l   c a n   a n a l y s e   poli c y   c h a n g e s   in 

Gov e r n m e n t   ex p e n d i t u r e   on  h e a l t h  a n d  e d u c a t i o n  a n d  c h a n g e s   in  p u b l i c 

inv e s t m e n t   a n d   t a x   r a t e s   on  m a c r o e c o n o m i c   va r i a b l e s   s u c h   a s   ou t p u t , 

p ri c e s  a n d  t h e  c u r r e n t  a c c o u n t  b a l a n c e  a s  w e ll  a s  on  h u m a n  d e v e l o p m e n t 

in t h e  co u n t r y . 

I m p o r t a n t  q u e s t i o n s 
2 m a r k s 

 

1.  St a t e  h u m a n  d e v e l o p m e n t  in d e x 
 

2.  List  a fe w  pov e r t y  e r a d i c a t i o n  p r o g r a m m e s  in ou r  co u n t r y . 
 

3.  Wh a t  is d e n s i t y  of po p u l a t i o n ? 
 

4.  Ex p a n d  IRD P 
 

5.  Defi n e  po v e r t y 
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1.  Bri e fl y   ex p l a i n   t h e   im p o r t a n c e   of  in d u s t r i a l i s a t i o n   a n d   s t a t e   t h e 

in d u s t r i a l  r e v o l u t i o n   poli c i e s  im p l e m e n t e d  by t h e  go v t . 

2.  Ex p l a i n    t h e    t w o    p h a s e s    of   g r e e n    r e v o l u t i o n    a n d    w r i t e    a b o u t 

a c h i e v e m e n t s  a n d  fail u r e s      of t h e  g r e e n  r e v o l u t i o n . 

3.  Ex p l a i n  t h e  b r o a d  fe a t u r e s  of In d i a n  po p u l a t i o n 
 

4.  Wh a t   a r e   t h e   c a u s e s   of  u n e m p l o y m e n t   in  In d i a ?   a n d   ex p l a i n   t h e 

ty p e s  of u n e m p l o y m e n t 

5.  Giv e   a n    el a b o r a t e    no t e    on   “po p u l a t i o n    is   fa c t o r    of   e c o n o m i c 

d e v e l o p m e n t ” 

6.  Dis c u s s  t h e  m a i n  co m p o n e n t s  of g r e e n  r e v o l u t i o n ;  dis c u s s  c ri t i c a l l y 

t h e  a c h i e v e m e n t s  of g r e e n  r e v o l u t i o n . 

7.  Giv e   a n   a c c o u n t    of   t h e   s a li e n t   fe a t u r e s    of   In d i a n   d e m o g r a p h i c 

st r u c t u r e . 

8. Wh a t  do  yo u  kn o w  a b o u t  po v e r t y  in In d i a ,  ho w  c a n  it b e  r e d u c e ? 
 

9.  Ex a m i n e   t h e   m e a s u r e s   to  p r o m o t e   H u m a n   Dev e l o p m e n t   t h r o u g h 

e d u c a t i o n  in In d i a 

10. Ex a m i n e  t h e  n a t u r e  a n d  ex t e n t  of u n e m p l o y m e n t  in In d i a . 
 

11. An al y s e  t h e  g r o w t h  of in d u s t r i e s  in t h e  po s t  r e f o r m  p e r i o d  in in d i a 
 

12. Dis c u s s  b ri e f l y  t h e  b a n k i n g  se c t o r  r ef o r m s  int r o d u c e d  in in d i a  si n c e 
 

1 9 9 1 
 

13. In d i a ’ s   H u m a n   Dev e l o p m e n t   r e c o r d   co n t i n u e s   to  b e  gl o o m y .   Ca n 

yo u  s u g g e s t  m e a s u r e s  to im p r o v e  it 

14. In d u s t r i a l   d e v e l o p m e n t   a n d   a g r i c u l t u r a l   d e v e l o p m e n t   a r e   t h e   t w o 

si d e s    of   t h e    s a m e    coi n .    Wh a t    poli c y   p r e s c r i p t i o n s    wo u l d    yo u 

a d v o c a t e  in t h e  co n t e x t  of t h e  in d i a n  e c o n o m y ? 

15. Ex p l a i n  t h e  st r u c t u r a l  ch a n g e s  in t h e  in d i a n  e c o n o m y 
 

16. Ex p l a i n  t h e  c a u s e s   fo r  po p u l a t i o n  ex p l o s i o n  a n d  su g g e s t   m e a s u r e s 

to co n t r o l  po p u l a t i o n . 

 
Prepared by Dr.B.Geetha Bhai, Professor, Dept of Commerce KAHE, 
&Management, KAHE, Page 36 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e :  1 7 C M U 6 0 4 A U N I T  – III S e m e s t e r :  VI 
Ye a r :  2017-2020B a t c h 

17. Ex p l a i n  t h e  t h e o r y  of d e m o g r a p h i c  t r a n s i t i o n 
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UNIT  - III
INDIAN  ECONOMY

S.N
O

Quest io n OPTION  A OPTION  
B

OPTION  C OPTION  D Answer

1 Green  Revolution  
star t ed  in

1964- 65 1965- 66 1966- 67 1967- 68 196 6- 67

2 National  Rural  
Employmen t  
Progra m m e  star te d  
in  ?

1979 1980 1981 1982 198 0

3 Pradha n  Mant ri  
Gramod aya  Yojana  
star t ed  in  ?

1999 2000 2001 2002 200 0

4 National  Rural  
Employmen t  
Guaran t e e  
Progra m m e  star te d  
in  ?

2005 2006 2007 2008 200 6

5 Which  of  the  
following  explains  
the  term  economic  
growth?

 Increas e  in  
per  capita  
product ion

Increase  in
per  capita  
real  
income

 struc tu r a l  
change  in  
the  
economy

 all  the  above  
are  right

 all  the  
above  are  
right

6 Economic  growth  in  
India  will  happen  
necess a r ily  if there  is

Popula tion  
growth

Capital  
formation

Technical  
progress  in  
the  global  
economy

 All the  above Capital  
format io n

7 Indian  Green  
Revolution  is  the  
most  successful  in

Wheat  and  
Potato

Jwar  and  
Oil  seeds

Wheat  and  
Rice

Tea  and  
Coffee

Wheat  and
Rice

8 Which  place  India  
holds  in  Milk  
product ion?

Fourth Third Second First First

9 In  Sugar  produc tion  
in  the  world  India  
placed  at

First  rank Second  
rank

Third  rank Fourth  rank First  rank



10 Which  count ry  
produces  Maximum  
Tea  in  the  world?

India China Srilanka Japan India

11  Contribu tion  of  
agricultu re  to  Gross  
National  Product  is  
approximat e?

14% 15% 16.50% 17.50% 17.5 0%

12 An economy  is  at  the  
take  off  stage  on  its  
path  to  developme n t  
when  it

becomes  
stagna n t

begins  
steady  
growth

is  
liberalized

gets  maximum
foreign  aid

begin s  
steady  
growth

13 Who  advocated  the  
adoption  of  ‘PURA’ 
model  to  eradica t e  
rural  pover ty?

A A.M.  
Khusro

B Dr.  A.P.J.
Abdul  
Kalam

C M.S.  
Swami  
Nathan

D Maulana  
Abul  Kalam  
Azad

B  Dr.  
A.P.J.  
Abdul  
Kala m

14  The  Communi ty  
Developme n t  
Progra m m e  was  
launched  in  the  year

A 1950 B 1952 C 1954 D 1956 B  19 5 2

15 In  agricultu r al  
product ion,  Food  
grains  include

Only  cerals Cereals  
and  pulses

Cereals  and
oilseeds

Pulses  and  
oilseeds

Cereal s  
and  
oilse e d s

16 Among  the  agro-
based  indust r ies  in  
India  which  one  is  
the  second  larges t  
indust ry  after  cotton  
textile?

Jute  
Indust ry

Silk  
Indust ry

Woolen  
Textile

Sugar  
Indust ry

Jute  
Indus try

17 The  most  appropria t e
measur e  of  a  
count ry 's  economic  
growth  is

GDP NDP Per  capita  
real  income

GNP Per  capita  
real  
inco m e

18 In  which  stage  of  
demogr ap hic  
transi tion  is  the  
populat ion  growth  

First Second Third Fourth Seco n d



rate  highes t?

19 The  state  with  lowest
death  rate  is

West  Bengal Haryan a Bihar Kerala West  
Beng a l

20 The  state  with  lowest
birth  rate  is

West  Bengal Kerala Karna tak a Assam  Kerala

21 Which  five  year  plan  
sta ted  the  objective  
of  stabilizing  the  
populat ion  growth  to  
be  the  centr al  feature
of  planning?

First Second Third Fourth Third

22  Which  of  the  
following  is/are  
immedia t e  objective  
of  the  populat ion  
policy  of  2000?

meet  the  
needs  of  
contrac e p t io
n

meet  the  
needs  of  
health  
infras t ruc t
ure

meet  the  
needs  of  
health  
personn el

all  the  above all  the  
above

23 the  12th  five  year  
plan  aims  at  reducing
the  total  fertility  rate  
to

2.1 1.1 3.1 none  of  the  
above

2.1

24 The  larges t  urban  
agglomer a t ion  in  
India  is

grea te r  
Mumbai

delhi  Kolkata Chennai great e r  
Mumb ai

25  Arrange  the  UA in  
the  order  of  highes t  
to  lowest  populat ion.

Grea te r  
Mumbai,  
Chennai,  
Kolkata ,  
Delhi

Greate r  
Mumbai,  
Delhi,  
Kolkata,  
Chennai

Delhi,  
grea te r  
Mumbai,  
Kolkata ,  
Chennai

Delhi,  grea t e r  
Mumbai,  
Chennai ,  
Kolkata

Greater  
Mumb ai ,  
Delh i ,  
Kolkata ,  
Chenn ai

26 Which  of  the  
following  is  a  method
to  measu re  relative  
pover ty?

Gini  
coefficient

Lorenz  
curve

Both  a  and  
b

Poverty  line Both  a  and
b

27  Which  of  the  
following  is  
associate d  with  

Tendulkar  
commit te e

Lakdawala
commit tee

Saxena  
commit te e

All the  above All  the  
above



poverty  estima tion  ?

28 Which  of  the  
following  state  
introduce d  
Employmen t  
Guaran t e e  Scheme  
first?

Madhya  
Prades h

Mahar as h t
ra

Tamil  Nadu Karna tak a Mahara s h t
ra

29 Which  of  the  
following  is  not  a  
compone n t  of  Bhara t  
Nirman?

Irriga tion Sanita tion Drinking  
water

Elect rifica tion Sanita t io n

30 In  which  among  the  
following  years,  a  
new  “Liberalized  
Indust rial  Policy”  in  
India  was  announc e d  
for  the  first  time?  

1986 1991 1992 1993 199 1

31 In  the  Indust ria l  
Policy  of  1991,  how  
many  indust r ies  were
rese rved  only  for  
Public  Sector?

7 8 11 13 8

32 Which  among  the  
following  was  NOT  a  
reason  behind  India’s
pover ty  as  pointed  
out  by  Dadabhai  
Naoroji  in  his  famous
work  “Pover ty  and  
Un- British  Rule  in  
India

Expenditu re  
of  the  
Europe a n  
Officials  in  
England

Money  
sent  by  the
British  
profession
als  to  
England

India’s  
Popula tion  
growth

Bringing  of  
British  Capital
in  India

India’s  
Popula t i o n
growth

33 Which  among  the  
following  repres e n t s  
a  decrea s e  in  the  
Owner’s  equity?

Issue  of  
Bonus  
Shares

Redemptio
n  of  the  
Debentu r e
s

Redemp tion
of  the  
Preferen ce  
Shares

Purchas e  of  
the  Building

Rede m p t i o
n  of  the  
Debe nt ur e
s



34 Popula tion  Explosion  
in  a  count ry  means

High  birth  
rate  and  
high  death  
rate

High  birth  
rate  and  
low  death  
rate

Low  birth  
rate  and  
high  death  
rate

 Low  birth  
rate  and  low  
death  rate

High  birth  
rate  and  
low  death  
rate

35 In  India,  while  
defining  an  urban  
area,  the  most  
importa n t  
conside ra t ion  besides
the  size  of  its  
populat ion  is  that  it  
should  have

Half  of  its  
male  
working  in  
non- primary
sector

A police  
station,  a  
telegra p h  
office  and  
telephon e  
facility

A police  
sta tion,  a  
college  and  
a  hospital

Three- fourth  
of  its  male  
working  on  
non-
agricultu r al  
pursui ts

Thre e-
fourth  of  
its  male  
workin g  
on  non-
agric u l t ur
al  pursu i t s

36 The  pover ty  line  has  
been  defined  in  the

Seventh  
Five- Year  
Plan

Sixth  Five-
Year  Plan

Eighth  Five-
Year  Plan

Fifth  Five-
Year  Plan

Fifth  Five-
Year  Plan

37 Capital  is  that  wealth Which  is  
used  for  the  
product ion  
of  wealth

Which  is  
kept  in  
boxes  and  
lockers

Which  is  
buried  in  
the  land

Which  is  
stored  for  
consump tion

Which  is  
used  for  
the  
produc t i o n
of  wealt h

38 The  measu re m e n t  of  
pover ty  line  is  based  
on  the  criteria  of

Their  
dwelling  
houses

The  natur e
of  
employme
nt

 Caloric  
consump tio
n

Level  of  
educa tion

 Caloric  
cons u m p t i
on

39 Which  of  the  
following  sectors  of  
the  economy  is  state-
owned  and  its  service
sector  is  a  public  
ente rp r i se?

 Mining  Education Transpor t a t
ion

 None  of  these  Non e  of  
the s e

40 The  term  which  
refers  to  the  total  
amount  of  sales  made
by  a  firm  in  one  year  
or  the  total  amount  of
money  changing  

Trade  gap Turnover Reserves  Referend u m Turnov er



hands  in  business ,  is

41 The  co- opera tive  
credit  societies  have  
a

Two- tier  
struc tu r e

Three- tier  
structu r e

Four- tier  
struc tu r e

 Five- tier  
structu r e

Four- tier  
struc t ur e

42 Since  the  inception  of
the  co- opera tive  
movemen t ,  rural  
credits  has  been

Institu tionali
zed

Rationalize
d

Cheape n e d All of  the  
above

All  of  the  
above

43 In  terms  of  
geograp hical  area  
India  occupies  what  
position  in  the  world?

five six seven Three seven

44 Which  among  the  
following  is  the  main  
difference  betwee n  
the  Intensive  
Agricultu re  
Developme n t  
progra m  (IADP)  & 
Community  
Developme n t  
Progra m m e  (CDP)?

The  basic  
unit  of  the  
CDP  was  a  
village,  the  
basic  unit  of  
IADP  was  a  
Taluka

The  CDP  
was  a  
gene ral  
developme
nt  
progra m m
e,  IADP  
was  a  
sectoral  
developme
nt  plan

CDP  
envisaged  
no  loans  
and  
financial  
assistanc e,  
IADP  had  a  
packag e  for
financial  
assistanc e

CDP  was  
based  upon  
area  
approac h,  
IADP  was  
based  upon  
service  
approac h  Hide
Answer

The  CDP  
was  a  
gen er a l  
develo p m e
nt  
progra m m
e,  IADP  
was  a  
sect ora l  
develo p m e
nt  plan

45 A village  in  the  plain  
area  of  India  comes  
under  the  Pradh an  
Mantri  Gram  Sadak  
Yojna  , if its  
populat ion  is  more  
than  ___?

500 1000 1500 2000 500

46 What  is  the  impact  on
the  “Social  overhea d  
capital  require m e n t s”
of  an  economy,  if the  
populat ion  increas es?

Social  
overhea d  
capital  
require m e n t
s  fall

Social  
overhe a d  
capital  
require m e
nts  remain

Social  
overhea d  
capital  
require m e n
ts  increase

Social  
overhe a d  
capital  
require m e n t s  
fall  drastically

Socia l  
overhe a d  
capita l  
require m e
nts  



unchan g e d incre a s e
47 Which  among  the  

following  progra m m e
was  star ted  with  the  
assistanc e  ofFord  
Founda t ion?

Community  
Developme n
t  
Progra m m e

Intensive  
Agricultur
e  
Developme
nt  progra m
(IADP)

Intensive  
Agricultu re  
Area  
progra m m e
(IAAP)

High  Yielding  
Variety  
Progra m m e  
(HYVP)

Inten s iv e  
Agricu l t ur
e  
Develo p m e
nt  
progra m  
(IADP)

48 A period  of  rapid  
populat ion  growth  
betwee n  a  
preindus t r ial  stable  
populat ion  
charac t e r ized  by  high
birth  and  death  rates  
and  a  later  modern ,  
stable  populat ion  
marked  by  low  
fertility  and  mortality
is  known  as:

demogr ap hi
c  transi tion

populat ion  
maturi ty

demobilizin
g  
populat ion

birth- death  
transform a t io
n

dem o g r a p
hic  
trans i t i o n

49 The  ______ is  the  ratio
of  the  non- working  
populat ion  (under  15  
year  old  and  over  64  
years  old)  to  the  
working- age  
populat ion

labor  force  
par ticipa tion
rate

 per  capita
populat ion  
ratio

depend e n cy
ratio

female  labour  
force  
participa tion

depe n d e n c
y ratio

50 A stationa ry  
populat ion  is  when  
populat ion  growth  is:

increasing  
at  an  
increasing  
rate

decreasing  zero 100%  zero

51 Which  of  the  
following  is  not  a  
possible  cost  of  high  
fertility  rates  and  
rapid  populat ion  

 increasing  
returns  to  
natur al  
resource s  
with  a  direc t

increase d  
urbaniza ti
on  and  
conges tion

a  highe r  
labor  force  
growth  rate
and  highe r  
unemploym

a  working  
populat ion  
that  must  
suppor t  a  
large  number  

 increa s i n g
return s  to  
natural  
reso urc e s  
with  a  



growth? impact  on  
averag e  
food  
consump tion

ent of  depend e n t s direc t  
impac t  on  
avera g e  
food  
cons u m p t i
on

52 Malthus’s  theory  was
that  populat ion:

 increas ed  
propor t ional
ly to  
economic  
growth

increase d  
geomet r ica
lly,  
outs t r ippin
g  food  
supply  
which  
grew  
arithmet ic
ally

increas ed  
stagna n t ly  
with  food  
supply  and  
economic  
developme n
t

increase d  
dispropor t iona
tely  
surpassing  
agricultu r al  
production

incre a s e d  
geo m e t r i c
ally,  
outs tr ippi
ng  food  
supply  
which  
grew  
arith m e t i c
ally

53 Which  of  the  
following  two  
progra m m e s  are  
merged  with  
MGNREGA?

SGRY & 
NFFWP

SGRY & 
SJSY

NFFWP  & 
JRY

None  of  these SGRY  & 
NFFWP

54 “TRYSEM”  a  
Progra m m e  made  
for   the:

 Employmen
t  to  Rural  
youths

 Employme
nt  to  
Urban  
youths

Developme
nt  of  
nutri tion  
intake  in  
the  food  of  
poor  of  the  
count ry.

Providing  road
connectivity  to
the  villages .

 Employ m e
nt  to  Rural
youth s

55 Which  one  of  the  
following  count ries  
has  the  highes t  life  
expectancy  at  birth?

Pakistan India Nepal Sri  Lanka Sri  Lanka

56 Economic  growth  is  
usually  coupled  with

 Deflation Inflation Stagflation  Hyperinfla tio
n

Inflat io n

57 India  is  rega rd e d  as  a
count ry  with  

Its  high  
populat ion  

 Its  high  
populat ion  

Its  high  
populat ion  

 Its  high  total  
populat ion

 Its  high  
popula t i o n



"Demogra p hic  
Dividend".  This  is  due
to

in  the  age  
group  below
15  years

in  the  age  
group  of  
15- 64  
years

in  the  age  
group  
above  65  
years

in  the  age  
group  of  
15- 64  
years

58 In  which  of  the  
following  sector  
NGOs  are  playing  an  
importa n t  role

In  governing
the  police  
force  

In  framing  
the  policy  
related  to  
laws

In  framing  
the  
environm e n
tal  policy

In  
Defores t a t ion  

In  framin g
the  
environ m e
ntal  policy

59 Under  which  domain  
7th  five  year  plan  
helped  in  the  
protec tion  of  
environm e n t

Environm e n
t  Protec tion  
Act,1986

Indian  
Fores t  
Act,1927

Wildlife  
Protec tion  
Act,  1972

National  
Fores t  
Policy,1988

Environ m e
nt  
Prote c t i o n  
Act,1 9 8 6

60 The  concept  of  PQLI  
was  developed  by

Morris  D 
Morris

UNO UNDP Oxford  
pover ty  and  
Human  
Developme n t  
Initia tive

Morris  D  
Morris
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U N I T - 4   -   S e c t o r a l    Tr e n d s    a n d    Iss u e s : -    Agri c u l t u r e    s e c t o r :    Ag r a r i a n 

Gr o w t h  a n d  p e r f o r m a n c e   in  diff e r e n t   p h a s e s   of  poli c y  r e g i m e s   i.e. 

p r e   g r e e n    r e v o l u t i o n    a n d   t h e   t w o   p h a s e s    of   g r e e n    r e v o l u t i o n ; 

F a c t o r s  infl u e n c i n g  p r o d u c t i v i t y  a n d  g r o w t h ;  t h e  rol e  of t e c h n o l o g y 

a n d      in s t i t u t i o n s - In d u s t r y      a n d      se r v i c e      s e c t o r s ,      Ph a s e s      of 

In d u s t r i a l i z a t i o n - Pu b l i c   s e c t o r - It s  rol e ,   P e r f o r m a n c e   a n d   r e f o r m s , 

Th e   s m a l l   sc a l e   s e c t o r ,   Rol e   of  Fo r e i g n   C a p i t a l - Fi n a n c i a l   s e c t o r : 

St r u c t u r e ,  P e r f o r m a n c e   a n d  r e f o r m s .  Fo r e i g n  t r a d e  a n d  b a l a n c e  of 

p a y m e n t s ,   poli c y  d e b a t e ,  Ex p o r t  poli c i e s  a n d  p e r f o r m a n c e 
 
 
 
 
 

In t r o d u c t i o n 
 

Ag ri c u l t u r e   is  t h e   p ri m a r y   so u r c e   of  liv eli h o o d   fo r   a b o u t   5 8   p e r 

ce n t   of  In d i a’ s   po p u l a t i o n .   Gr o s s   Val u e   Add e d   by  a g r i c u l t u r e ,   fo r e s t r y 

a n d  fis hi n g  is e s t i m a t e d  a t  Rs 1 7 . 6 7  t rilli o n  (US $  2 7 4 . 2 3  billio n )  in FY1 8 . 

Th e  In d i a n   foo d  in d u s t r y   is  poi s e d   fo r  h u g e   g r o w t h ,  inc r e a s i n g   it s 

co n t r i b u t i o n  to  wo r l d  foo d  t r a d e  ev e r y  ye a r  d u e  to  it s  im m e n s e   po t e n t i a l 

fo r  val u e  a d d i t i o n ,  p a r t i c u l a r l y  wit h i n  t h e  foo d  p r o c e s s i n g   in d u s t r y .  Th e 

In d i a n   foo d  a n d   g r o c e r y   m a r k e t   is  t h e  wo r l d’ s  six t h  la r g e s t ,   wi t h  r e t a i l 

co n t r i b u t i n g  7 0  p e r  c e n t  of t h e  s al e s .  Th e  In d i a n  foo d  p r o c e s s i n g  in d u s t r y 

a c c o u n t s   for  3 2  p e r   ce n t   of  t h e  co u n t r y ’ s  to t a l  foo d  m a r k e t ,   on e  of  t h e 

la r g e s t   in d u s t r i e s   in  In d i a   a n d   is  r a n k e d   fift h   in  t e r m s   of  p r o d u c t i o n , 

co n s u m p t i o n ,   ex p o r t   a n d   ex p e c t e d   g r o w t h .   It  co n t r i b u t e s   a r o u n d   8. 8 0 

a n d   8. 3 9   p e r   ce n t   of  Gr o s s   Val u e   Add e d   (GVA)  in  M a n u f a c t u r i n g   a n d 
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Ag ri c u l t u r e   r e s p e c t i v e l y ,  1 3  p e r  c e n t  of  In d i a ’ s  ex p o r t s   a n d  six  p e r  c e n t 

of to t a l  in d u s t r i a l  inv e s t m e n t . 

M a r k e t  S i z e 
 

Du r i n g   2 0 1 7 - 1 8*  c r o p   ye a r ,  foo d  g r a i n   p r o d u c t i o n   is  e s t i m a t e d   a t 

r e c o r d    2 8 4 . 8 3    milli o n    to n n e s .    In   2 0 1 8 - 1 9 ,    Gov e r n m e n t    of   In d i a    is 

t a r g e t i n g   foo d  g r a i n  p r o d u c t i o n  of  2 8 5 . 2  milli o n  to n n e s .  Milk  p r o d u c t i o n 

w a s    e s t i m a t e d     a t    1 6 5 . 4    milli o n    to n n e s     d u r i n g    FY1 7 ,    wh il e    m e a t 

p r o d u c t i o n   w a s   7. 4   milli o n   to n n e s .   As  of  S e p t e m b e r    2 0 1 8 ,   to t a l   a r e a 

so w n  wi t h  kh a r i f  c r o p s  in In d i a  r e a c h e d  1 0 5 . 7 8  milli o n  h e c t a r e s . 

In d i a   is  t h e   se c o n d la r g e s t fr ui t   p r o d u c e r in  t h e   wo r l d .   Pr o d u c t i o n of 

ho r t i c u l t u r e c r o p s   is  e s t i m a t e d a t  r e c o r d 3 0 7 . 1 6   milli o n   to n n e s (m t )  in 

2 0 1 7 - 1 8  a s  p e r  s e c o n d  a d v a n c e  e s t i m a t e s . 
 

Tot a l  a g r i c u l t u r a l   ex p o r t s   fro m  In d i a  g r e w  a t  a  CAGR  of  1 6 . 4 5  p e r  ce n t 

ov e r  FY1 0- 1 8  to  r e a c h   US $  3 8 . 2 1   billi o n  in  FY1 8 .  In  Ap ril- Aug u s t   2 0 1 8 

a g r i c u l t u r e  ex p o r t s  w e r e  US $  1 5 . 6 7  billi o n .  In d i a  is t h e  la r g e s t  p r o d u c e r , 

co n s u m e r   a n d  ex p o r t e r   of  spi c e s  a n d  spi c e  p r o d u c t s .  Spi c e  ex p o r t s  fro m 

In d i a  r e a c h e d  US $  3. 1  billio n  in 2 0 1 7 - 1 8 .  Te a  ex p o r t s  fro m  In d i a  r e a c h e d 

a  3 6  ye a r   hi g h   of  2 4 0 . 6 8   millio n   kg s   in  CY  2 0 1 7   w hil e   coff e e   ex p o r t s 

r e a c h e d  r e c o r d  3 9 5 , 0 0 0  to n n e s  in 2 0 1 7 - 1 8 . 

Fo o d  & Gr o c e r y  r e t a i l  m a r k e t  in In d i a  w a s  wo r t h  US $  3 8 0  billio n  in 2 0 1 7 . 
 

Inv e s t m e n t s 
 

Acc o r d i n g   to   t h e   De p a r t m e n t   of  In d u s t r i a l   Poli c y   a n d   P r o m o t i o n 

(DIP P ) ,  t h e   In d i a n   foo d   p r o c e s s i n g   in d u s t r y   h a s   c u m u l a t i v e l y   a t t r a c t e d 

Fo r e i g n   Dir e c t  Inv e s t m e n t   (FDI)  e q u i t y  inflo w  of  a b o u t   US $  8. 5 7  billio n 

b e t w e e n  April 2 0 0 0  a n d  Jun e  2 0 1 8 . 

So m e  m a j o r  inv e s t m e n t s  a n d  d e v e l o p m e n t s  in a g r i c u l t u r e  a r e  a s  follo w s : 
 
 

  Th e  fir s t  m e g a   foo d  p a r k   in  Raj a s t h a n w a s  in a u g u r a t e d in  M a r c h 
 

2 0 1 8 . 
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  In  2 0 1 7 ,  a g r i c u l t u r e  se c t o r  in  In d i a  wi t n e s s e d  1 8  M&A  d e a l s  wo r t h 
 

US $  2 5 1  milli o n . 
 

  A  loa n   a g r e e m e n t    of  US $   3 1 8   millio n   w a s   si g n e d   b e t w e e n    t h e 

Gov e r n m e n t   of  In d i a ,   Gov e r n m e n t   of  Ta m i l  N a d u   a n d   t h e   Wo r l d 

Ba n k  in  De c e m b e r   2 0 1 7  for  t h e  ‘Ta m i l  N a d u   Ir r i g a t e d   Ag ri c u l t u r e 

Mo d e r n i z a t i o n  Pr oj e c t '  t h r o u g h  w hi c h  is ex p e c t e d  to b e n e f i t  a r o u n d 

5 0 0 , 0 0 0  fa r m e r s  in t h e  st a t e . 
 
 
Go v e r n m e n t   In i t i a t i v e s 

 

So m e of  t h e   r e c e n t m a j o r gov e r n m e n t ini ti a t i v e s in  t h e se c t o r a r e a s 

follo w s : 

 
  In  S e p t e m b e r   2 0 1 8 ,  t h e  Gov e r n m e n t   of In di a  a n n o u n c e d   Rs  1 5 , 0 5 3 

cr o r e        (U S $        2. 2 5        billio n )       p r o c u r e m e n t        poli c y       n a m e d 

‘Pr a d h a n M a n t r i A n n a d a t a A a y S a n r a k s H a n A b h i y a n '          (PM- AAS HA), 

u n d e r   wh i c h  st a t e s   c a n  d e c i d e   t h e  co m p e n s a t i o n   sc h e m e   a n d  c a n 

al s o  p a r t n e r   wi t h  p ri v a t e  a g e n c i e s  to  e n s u r e  fai r  p r i c e s  for  fa r m e r s 

in t h e  co u n t r y . 

  In  S e p t e m b e r   2 0 1 8 ,   t h e   C a b i n e t   Co m m i t t e e   on  Ec o n o m i c   Affai r s 

(CC EA)  a p p r o v e d   a R s  5, 5 0 0  c r o r e  (U S $  8 2 0 . 4 1   milli o n )  a s s i s t a n c e 

p a c k a g e  for  t h e  su g a r  in d u s t r y  in In di a . 

  As of M a r c h  2 0 1 8 ,  t h e  Gov e r n m e n t   is wo r k i n g  on  a  pl a n  to  p r o v i d e 

ai r  c a r g o  su p p o r t  to p r o m o t e  a g r i c u l t u r e  ex p o r t s  fro m  In d i a . 

  Th e   im p l e m e n t a t i o n    of   P r a d h a n M a n t r i F a s a l B i m a Y o j a n a    (P M F BY) 

will  b e  m a d e   fa s t e r   a n d  t h e  go v e r n m e n t   is  ai m i n g   to  in c r e a s e   t h e 

cov e r a g e  u n d e r  t h e  sc h e m e  to  5 0  p e r  c e n t  of g r o s s  cr o p p e d  a r e a  in 

2 0 1 8 - 1 9 . 
 

  Th e  Gov e r n m e n t of  In d i a  is  goi n g  to  p r o v i d e   Rs  2, 0 0 0   cr o r e   (U S $ 
 

3 0 6 . 2 9   millio n )  for  co m p u t e r i s a t i o n   of  Pri m a r y   Ag ri c u l t u r a l   Cr e d i t 
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So c i e t y    (PAC S )   to   e n s u r e    co o p e r a t i v e s    a r e    b e n e f i t t e d    t h r o u g h 

di g i t a l  t e c h n o l o g y . 

  Aro u n d  1 0 0  milli o n  Soil H e a l t h  Ca r d s  (S H C s )  h a v e  b e e n  di s t r i b u t e d 

in  t h e   co u n t r y   d u r i n g   2 0 1 5 - 1 7   a n d   a  soil  h e a l t h   m o b i l e   a p p   h a s 

b e e n  la u n c h e d  to h e l p  In d i a n  fa r m e r s . 

  Wit h     a n     ai m     to    bo o s t     in n o v a t i o n     a n d     e n t r e p r e n e u r s h i p     in 

a g r i c u l t u r e ,   t h e   Gov e r n m e n t   of  In d i a   is  in t r o d u c i n g   a  n e w   AGRI- 

UDAAN   p r o g r a m m e    to   m e n t o r   st a r t - u p s   a n d   to   e n a b l e   t h e m   to 

co n n e c t  wi t h  po t e n t i a l  inv e s t o r s . 

  Th e          Gov e r n m e n t           of          In d i a          h a s          la u n c h e d           t h e 

Pr a d h a n M a n t r i K r i s h i S i n c h a iY oj a n a  (P MK SY)  wi t h  a n  inv e s t m e n t   of 

Rs    5 0 , 0 0 0    c r o r e    (US $    7. 7    billio n )    ai m e d    a t    d e v e l o p m e n t     of 

ir ri g a t i o n  so u r c e s  for  p r o v i d i n g  a p e r m a n e n t  sol u t i o n  fro m  d r o u g h t . 

  Th e   Gov e r n m e n t    of   In d i a   pl a n s    to   t ri p l e    t h e   c a p a c i t y    of   foo d 

p r o c e s s i n g    s e c t o r    in   In d i a    fro m    t h e    c u r r e n t    1 0    p e r    c e n t    of 

a g r i c u l t u r e   p r o d u c e   a n d   h a s  al s o  co m m i t t e d   Rs  6, 0 0 0   cr o r e   (U S $ 

9 3 6 . 3 8  billio n )  a s  inv e s t m e n t s   fo r  m e g a  foo d  p a r k s  in  t h e  co u n t r y , 

a s    a    p a r t     of    t h e    Sc h e m e     fo r    Agr o- M a r i n e     P r o c e s s i n g     a n d 

Dev e l o p m e n t  of Ag r o- Pr o c e s s i n g  Clu s t e r s  (SAM PADA). 

  Th e    Gov e r n m e n t    of   In d i a    h a s    all o w e d    1 0 0    p e r    c e n t    FDI    in 

m a r k e t i n g  of foo d  p r o d u c t s  a n d  in  foo d  p r o d u c t  e- co m m e r c e   u n d e r 

t h e  a u t o m a t i c  ro u t e . 
 
 
Ro a d  Ah e a d 

 

In d i a   is  ex p e c t e d   to  a c h i e v e   t h e   a m b i t i o u s   go a l  of  do u b l i n g   fa r m 

in c o m e   by  2 0 2 2 .  Th e  a g r i c u l t u r e   se c t o r  in  In d i a  is  ex p e c t e d   to  g e n e r a t e 

b e t t e r   m o m e n t u m   in  t h e  n e x t  fe w  ye a r s  d u e  to  in c r e a s e d   inv e s t m e n t s   in 

a g r i c u l t u r a l   inf r a s t r u c t u r e   s u c h  a s  ir r i g a t i o n   fa cili t i e s ,  w a r e h o u s i n g   a n d 

col d  st o r a g e .  F u r t h e r m o r e ,  t h e  g r o w i n g  u s e  of g e n e t i c a l l y  m o d i fi e d  c r o p s 

will  lik e l y  im p r o v e   t h e  yiel d  fo r  In d i a n   fa r m e r s .   In d i a  is  ex p e c t e d   to  b e 
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se lf- suffi ci e n t  in  p u l s e s  in  t h e  co m i n g  fe w  ye a r s  d u e  to  co n c e r t e d   effo r t s 

of sci e n t i s t s  to  g e t  e a r l y- m a t u r i n g  va r i e t i e s  of p ul s e s  a n d  t h e  in c r e a s e   in 

mi n i m u m  su p p o r t  p ri c e . 

Th e   gov e r n m e n t   of  In d i a   t a r g e t s   to  in c r e a s e   t h e   av e r a g e   inc o m e   of  a 

fa r m e r   ho u s e h o l d   a t   c u r r e n t   p ri c e s   to   Rs   2 1 9 , 7 2 4   (US $   3, 4 2 0 . 2 1 )   by 

2 0 2 2 - 2 3  fro m  Rs 9 6 , 7 0 3  (US $  1, 5 0 5 . 2 7 )  in 2 0 1 5 - 1 6 . 
 

Goi n g   for w a r d ,   t h e   a d o p t i o n   of  foo d  s af e t y   a n d   q u a l i t y  a s s u r a n c e 

m e c h a n i s m s s u c h a s   Tot a l Qu a l i t y M a n a g e m e n t (TQ M)   in cl u d i n g ISO 

9 0 0 0 ,  ISO  2 2 0 0 0 ,  H a z a r d   Ana ly s i s  a n d  Cri t i c a l  Co n t r o l  Poi n t s  (HAC C P ) , 

Goo d    M a n u f a c t u r i n g    Pr a c t i c e s    (GM P )    a n d    Goo d    Hy g i e n i c    Pr a c t i c e s 

(G H P )  by t h e  foo d  p r o c e s s i n g  in d u s t r y  will offe r  s e v e r a l  b e n e f i t s 

In d i a ’ s  a g r i c u l t u r e   s e c t o r  is  lik e ly  to  g r o w  a t  2. 1  p e r  c e n t  in  2 0 1 7 - 

1 8 ,   follo w e d   by   In d u s t r y   (4. 4   p e r   c e n t )   a n d   s e r v i c e s   (8. 3   p e r   c e n t ) , 

a c c o r d i n g  to t h e  Ec o n o m i c  S u r v e y  2 0 1 7 - 1 8  w hi c h  t a b l e d  in  P a r l i a m e n t 
 

 

Ec o n o m i c   S u r v e y   in d i c a t e d t h a t   t h e   gov e r n m e n t   w a s   ke e n   on  do u b l i n g 

fa r m e r s ’ in c o m e by 2 0 2 2 ,   for wh i c h it h a s la u n c h e d s e v e r a l n e w 

ini ti a t i v e s t h a t e n c o m p a s s a c t i v i t i e s fro m se e d to m a r k e t i n g . 
 

 
 

Cr e d i t   fro m   ins t i t u t i o n a l   so u r c e s   will  co m p l e m e n t   all  su c h   gov e r n m e n t 

ini ti a t i v e s  lik e  Soil H e a l t h  Ca r d ,  In p u t  M a n a g e m e n t ,  P e r  Dr o p  Mo r e  Cr o p 

in  P r a d h a n M a n t r i K r i s h i S i n c h a i Y oj a n a   (PMK SY),  PM F BY,  e- N a m ,  e t c ,  t h e 

su r v e y                                                                                                                               s ai d . 
 

 
 

In d i a n   fa r m e r s   a r e   a d a p t i n g   to  fa r m   m e c h a n i s a t i o n   a t  a  fa s t e r   r a t e   in 

co m p a r i s o n   to  r e c e n t   p a s t .   Th e  Ec o n o m i c   S u r v e y   fu r t h e r   a d d e d   sa l e  of 

t r a c t o r s   to   a   g r e a t   ex t e n t   r e fl e c t s   t h e   lev e l   of  m e c h a n i s a t i o n .   In d i a n 

t r a c t o r  in d u s t r i e s  h a v e  e m e r g e d   a s  t h e  la r g e s t  in  t h e  wo r l d  a n d  a c c o u n t 

fo r  a b o u t  on e - t hi r d  of to t a l  glo b a l  t r a c t o r  p r o d u c t i o n ,  t h e  S u r v e y  a d d e d . 
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Acc o r d i n g  to t h e  Wo r l d Ba n k  e s t i m a t e s ,   h a lf  of t h e In d i a n 

po p u l a t i o n   wo u l d b e u r b a n  by  t h e ye a r  2 0 5 0 . It  is e s t i m a t e d t h a t 

p e r c e n t a g e  of a g r i c u l t u r a l  wo r k e r s  in to t a l  wo r k  for c e  wo u l d  d r o p  to  2 5 . 7 

p e r   c e n t   by  2 0 5 0   fro m  5 8 . 2  p e r   c e n t   in  2 0 0 1 .   Th u s ,  t h e r e   is  a  n e e d   to 

e n h a n c e t h e lev e l  of  fa r m  m e c h a n i s a t i o n  in  t h e  co u n t r y . 

GDP  F r o m   Ag ri c u l t u r e   in  In d i a  d e c r e a s e d to  3 4 6 1 . 0 2   INR  Billio n  in  t h e 

t hi r d  q u a r t e r   of  2 0 1 8  fro m  4 1 9 7 . 4 7   INR  Billio n  in  t h e  s e c o n d   q u a r t e r   of 
 

2 0 1 8 .  GDP  F r o m  Ag ri c u l t u r e   in  In d i a  av e r a g e d   4 0 3 7 . 8 4  INR  Billio n  fro m 
 

2 0 1 1  u n t i l  2 0 1 8 ,  r e a c h i n g   a n  all  ti m e  hi g h  of  5 6 6 6 . 8 2   INR  Billio n  in  t h e 

fo u r t h   q u a r t e r   of  2 0 1 7   a n d   a  r e c o r d   low  of  2 6 9 0 . 7 4   INR  Billio n  in  t h e 

t hi r d  q u a r t e r  of 2 0 1 1 . 

 

Ag r i c u l t u r e   i n  I n d i a n  Ec o n o m y 
 

In d i a n   is  a n  a g r i c u l t u r e   b a s e d   co u n t r y ,   wh e r e   m o r e   t h a n   5 0 %   of 

po p u l a t i o n  is  d e p e n d   on  a g r i c u l t u r e .  Thi s  st r u c t u r e s   t h e  m a i n   s o u r c e   o f 

i n c o m e . Th e  co m m i t m e n t  of a g r i b u s i n e s s  in  t h e  n a t i o n a l  in c o m e  in In d i a 

is  all  t h e   m o r e ,   su b s e q u e n t l y ,   it  is  sa i d   t h a t   a g r i c u l t u r e   in  In d i a   is  a 

b a c k b o n e   fo r   In d i a n   E c o n o m y .   Th e   co n t r i b u t i o n   of  a g r i c u l t u r e   in   t h e 

ini ti a l  tw o  d e c a d e s  to w a r d s  t h e  to t a l  n a t i o n a l  ou t p u t  is b e t w e e n  4 8 %  a n d 

6 0 % .   In  t h e   ye a r   2 0 0 1 - 2 0 0 2 ,   t hi s   co n t r i b u t i o n   d e c l i n e d   to  ju s t   a r o u n d 
 

2 6 % .  Th e  a g g r e g a t e   S h a r e   of  Agri c u l t u r e   a n d   Allie d  Se c t o r s ,   In c l u d i n g 

a g r i b u s i n e s s ,   do m e s t i c a t e d   a n i m a l s ,  a n d  r a n g e r   s e r v i c e   a n d  fis h e r y  s u b 

se g m e n t s   a s  fa r  a s  r a t e  of GDP  is  1 3 . 9  p e r c e n t  d u r i n g  2 0 1 3 -  1 4  a t  2 0 0 4 - 

0 5  p ri c e s .  Agri c u l t u r a l  ex p o r t s  co n s t i t u t e  a fift h  of t h e  to t a l  ex p o r t s  of t h e 

co u n t r y .  In  p e r s p e c t i v e   of  t h e  ov e r w h e l m i n g   po s i t i o n  of  t h e  Agri c u l t u r a l 

Se c t o r ,  g a t h e r i n g  a n d  su p p o r t  of Ag ri c u l t u r a l  St a t i s t i c s  ex p e c t  in c r e d i b l e 

si g n i fi c a n c e . 
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Acc o r d i n g   to   t h e   fo u r t h   Adv a n c e   E s t i m a t e s of  P r o d u c t i o n   of  f o o d   
 

g r a i n s    for  2 0 1 3 - 1 4 ,  a g g r e g a t e   foo d  g r a i n   p r o d u c t i o n   is  a s s e s s e d   to  b 
e 

 

2 6 4 . 7 7  milli o n  to n s  (MT). 
 
 

Ex p o r t  of  spi c e s  fro m  In d i a  a r e  r e li e d  u p o n  to  r e a c h   US $  3  billio n 

by  2 0 1 6 - 1 7 ,  on  t h e   b a c k   of  im a g i n a t i v e   p r o m o t i n g   st r a t e g i e s ,   inv e n t i v e 

b u n d l i n g ,  q u a l i t y  in  q u a l i t y  a n d  a n  in  n u m b e r   a p p r o p r i a t i o n   sy s t e m .  Th e 

In d i a n   flav o r s   b u s i n e s s   is  p e g g e d   a t  Rs  4 0 , 0 0 0   c r o r e   (U S $  6. 4 2  billi o n ) 

ev e r y  ye a r ,  of wh i c h  t h e  m a r k e d  po r t i o n  r e p r e s e n t s  1 5 % 

 
Th e   N a t i o n a l   Fo o d   Se c u r i t y   Mi s s i o n   (N F S M )   w a s   la u n c h e d   fro m   Ra b i , 

 

2 0 0 7 - 0 8 .  Th e  fu n d a m e n t a l  t a r g e t s  of t h e  N a t i o n a l  Fo o d  S e c u r i t y  Mis si o n 
 

(N F S M )  is to  ex p a n d  p r o d u c t i o n  of ri c e ,  w h e a t ,  p ul s e s  a n d  co a r s e  c e r e a l s 
 

t h r o u g h  r e g i o n  ex t e n s i o n  a n d  effi ci e n c y  u p g r a d e   in  a  su p p o r t a b l e  w a y  in 

t h e    r e c o g n i z e d     loc a l e    of    t h e    n a t i o n ;    r e s t o r i n g     soil    ri p e n e s s     a n d 

p r o f i t a b i l i t y   a t   t h e   in di vi d u a l   r a n c h    lev e l ;   a n d   im p r o v i n g    fa r m    lev e l 

ec o n o m y  (i. e .  r a n c h  b e n e f i t s )  to  r e s t o r e  co n fi d e n c e  a m o n g s t  t h e  fa r m e r s . 

Th e  Mi s s i o n   m e t   wit h   a  st a g g e r i n g   a c h i e v e m e n t   a n d   a c c o m p l i s h e d   t h e 

foc u s e d  on  ex t r a  g e n e r a t i o n  of ric e ,  w h e a t  a n d  h e a r t b e a t s .  Th e  Mis s i o n  is 

b e i n g    ke p t   a m i d   Tw e lf t h   Fiv e   Yea r   Pl a n   wi t h   n e w   foc u s e s    of   ex t r a 

g e n e r a t i o n   of  s u s t e n a n c e   g r a i n s   of  2 5  millio n  to n s   in cl u d i n g   1 0  millio n 

to n s  of ri c e ,  8 milli o n  to n s  of w h e a t ,  4 millio n  to n s  of p ul s e s  a n d  3 milli o n 

to n s  of co a r s e  c e r e a l s  by t h e  e n d  of t w e l f t h  five ye a r  pl a n 

 
Tr a i n i n g   is  a n  im p o r t a n t   p r o c e d u r e   of  c a p a c i t y  b u il d i n g   of  p e o p l e 

a s  to  e n h a n c e   t h e   ex e c u t i o n .   Co n s e q u e n t l y ,   t r a i n i n g   n e e d s   a p p r a i s a l   is 

im p e r a t i v e  to  t h e  t r a i n i n g   p r o c e s s .  It  s e r v e s  to  r e c o g n i z e  p r e s e n t   is s u e s 

a n d  fut u r e  diffic u l t i e s  to  b e  m e t  t h r o u g h   t r a i n i n g  a n d  im p r o v e m e n t .  It  is 

obli g e d   to  fig u r e  ou t  t h e  n e e d s   of  in di vi d u a l  t r a i n e e   on  w hi c h  p r o fi c i e n t 
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skill s ou g h t to b e a s s e m b l e d to do t h e r e l e g a t e d oc c u p a t i o n in   t h e 

a s s o c i a t i o n s 

 
Th e   6 %   of  a g r i c u l t u r a l   p r o d u c t i o n   is  co n v e r t e d    in   to   p r o c e s s e d 

foo d ,  w hi c h  is  foc u s e d   to  a c h i e v e  2 0 %  in  co m i n g  fu t u r e .  Th e  b u s i n e s s   is 

wo r k   e s c a l a t e d   a n d   co n t r i b u t e s   a r o u n d   5 0 %   for   in d u s t r i a l   p r o d u c t i o n . 

Mu l t i- N a t i o n a l  Fo o d  Co m p a n i e s  h a v e  a s s u m e d  a p a r t  of m a k i n g  b u s i n e s s 

se c t o r  d r a w  a n d  riv a l r y .  S e l e c t i o n  of inv e n t i v e  a n d  ex p e r i m e n t a l  b u n d l i n g 

st r a t e g i e s   by  foo d  in d u s t r y   h a s  e m p o w e r e d   t h e  a s s e m b l i n g   of  s h e l t e r e d 

a n d  q u a l i t y  s u s t e n a n c e 
 
 
Th r e e  P h a s e s   of  Ag r i c u l t u r a l  Tr a n s f o r m a t i o n   i n  In d i a ! 

 

Ag ri c u l t u r a l   se c t o r   in  In d i a  h a s  m o v e d   fro m  a  t r a d i t i o n a l   a g r i c u l t u r e   in 

t h e  1 9 5 0 s   to  t h e  m o d e r n   t e c h n o l o g i c a l l y  dy n a m i c   hi g h  c a p i t a l  in t e n s i v e 

a g r i c u l t u r e ,   in  wh i c h   al o n g   wi t h   foo d   a n d   no n- foo d   c r o p s ,   ho r t i c u l t u r e 

a n d  ot h e r  alli e d  a c t i v i t i e s  h a v e  al s o  ex p a n d e d . 

 
ADVERTI S E M E N T S : 

 
 
A   st u d y    of   t h e    e c o n o m i c    fr a m e w o r k    wi t h i n    w hi c h    t r a d i t i o n a l l y    low 

p r o d u c t i v i t y   a g r i c u l t u r e    is   t r a n s f o r m e d    int o   hi g h   p r o d u c t i v i t y   m o d e m 

a g r i c u l t u r e   is  im p o r t a n t   in  poli c y- fo r m u l a t i o n   a n d   pl a n n i n g   fo r  g r o w t h . 

Pr o d u c t i v i t y  h e r e   r e f e r s   to  p r o d u c t i v i t y  of  a g r i c u l t u r a l   la n d ,  la b o u r   a n d 

c a p i t a l   r e s o u r c e s ;   a n d   t hi s   inv olv e s   t h e   la r g e r   u s e   of  sc a r c e   r e s o u r c e s 

lik e  c a p i t a l ,  fo r e i g n  ex c h a n g e  a n d  ex p e r t  p e r s o n n e l . 

 
An  a b s o l u t e   c ri t e r i o n   c a n n o t   b e  lai d  do w n   a b o u t   t h e  co n t e n t   a n d 

ch r o n o l o g i c a l  or d e r  of  su c h  co m p o s i t i o n s ,  si n c e  a g r i c u l t u r e   va r i e s  va s t l y 

fro m   a r e a   to   a r e a   in   t e r m s   of  p h y s i c a l   co n d i t i o n s   (i. e .   soil   m o i s t u r e , 

cr o p p i n g   p a t t e r n ,   r e s p o n s e s ,   av a i l a b i l i t y  of  la b o u r ,  e t c . ) ,  c ul t u r a l  fa c t o r s 

(e d u c a t i o n ,     r e c e p t i v i t y     to    in n o v a t i o n s ,     co n s u m p t i o n     p a t t e r n ,     e t c . ) , 
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ec o n o m i c   fac t o r s   (p r i c e s   of  in p u t   a n d   ou t p u t s )   a n d   ins t i t u t i o n a l   fac t o r s 

 

(n a t u r e  of r e s e a r c h ,  ex t e n s i o n ,  m a r k e t i n g  s u p p l y  a n d  ot h e r  ins t i t u t i o n s ) . 
 
 
N e v e r t h e l e s s ,   i n  t h e   c o n t e x t   of  In d i a n   a g r i c u l t u r e ,   t h r e e   di s t i n c t 

p h a s e s   o f  g r o w t h  c a n  b e  di s t i n g u i s h e d   a s  f o l l o w s : 

 
 
P h a s e   I: Tr a d i t i o n a l  A g r i c u l t u r e : 

 

Thi s    is    a    t e c h n o l o g i c a l l y    st a g n a n t     p h a s e    in    w hi c h    a    la r g e r    fa r m 

p r o d u c t i o n      b e c o m e s      g e n e r a l l y      po s s i b l e      only     t h r o u g h      inc r e a s e d 

a p p l i c a t i o n   of  all  t h r e e   t r a d i t i o n a l   in p u t s ,   vis.  la n d ,   la b o u r   a n d   c a p i t a l . 

Th e   r a t e   of   inc r e a s e    of   ou t p u t    is   no r m a l l y   s m a l l e r   t h a n   t h e   r a t e   of 

in c r e a s e   in  in p u t s - r e v e a l i n g  di m i n i s h i n g  p r o d u c t i v i t y  of in p u t s ,  ev e n  a t  a 

low  yiel d . 

 
Ev e n    if   so m e    el e m e n t s    of   dy n a m i c    a g r i c u l t u r e    lik e    a p p l i c a t i o n    of 

fe r t i l i s e r ,  im p r o v e d  se e d s  a n d  la n d  r e f o r m  a r e  in t r o d u c e d ,  t h e  inc r e a s e  in 

p r o d u c t i v i t y  is s m a l l e r . 

 
F u r t h e r ,   giv e n   t h e i r   r e s o u r c e s   a n d   kn o w l e d g e ,   t h e   t r a d i t i o n a l   fa r m e r s 

c a n n o t   b e c o m e   a n y   m o r e   effi ci e n t   a s   bo t h   t h e s e   fa c t o r s   st r o n g l y   limi t 

t h e i r  p a r t i c i p a t i n g  a c t i v e l y  in  co n t r i b u t i n g  to  hi g h e r  p r o d u c t i o n .  Till mi d- 

1 9 6 0 s ,    t h e    In d i a n     a g r i c u l t u r e     w a s    ty pi c a l l y    e m b o d i e d     wi t h i n    t h e 

fr a m e w o r k  of t r a d i t i o n a l  a g r i c u l t u r e  ou t l i n e d  a b o v e . 

 
Th e  p e r i o d  1 9 5 0 -  5 1  t o  1 9 6 6 - 6 7  c a n  b e  e a s i l y  di v i d e d  i n t o  t w o  s u b - 

p e r i o d s  a s  f o l l o w s : 

i.  Fi r s t  s u b - p e r i o d  ( 1 9 5 1 - 6 1 ) : 
 

Thi s  p e r i o d  la s t e d  ov e r  t h e  fir s t  d e c a d e  of ec o n o m i c  pl a n n i n g  s p r e a d  ov e r 

t h e  p e r i o d  cov e r e d   by  t h e  fir s t  a n d  se c o n d  Fiv e  Yea r  Pl a n s .  Th e  p r i m a r y 

ch a r a c t e r i s t i c   of  t hi s   p e r i o d   w a s   t h a t   p r o d u c t i o n   of  a g r i c u l t u r a l   c r o p s 

co n s i s t e n t l y   m a i n t a i n e d   a n  u p w a r d   t r e n d ,   ex c e p t   for  s m a l l  di p s   in  t w o 
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ye a r s ,  1 9 5 7 - 5 8  a n d  1 9 5 9 - 6 0 .  Th e  in d e x  n u m b e r  of p r o d u c t i o n  of all  cr o p s 

w e n t  u p  fro m  4 5 . 6  in 1 9 5 0 - 5 1  to 6 6 . 8  in 1 9 6 0 - 6 1  (B a s e :  1 9 8 1 -  8 2 = 1 0 0 ) . ’ 

 
ii .  S e c o n d   s u b - p e r i o d  ( 1 9 6 1 - 6 7 ) : 

 

Du r i n g  t hi s  p e r i o d  (i. e .  1 9 6 0 - 6 1  to  1 9 6 6 - 6 7)  p r o d u c t i o n  ei t h e r  d e c l i n e d  or 

r e m a i n e d   st a g n a n t   in  t h e   c a s e   of  a  n u m b e r   of  m a j o r   c r o p s ,   e s p e c i a l l y 

foo d  g r a i n s ,  a s  c a n  b e  se e n  fro m  Ta b l e  1 3 . 1 : 

 
Ta b l e  1 3 . 1 :  Pr o d u c t i o n   of  F o o d  Gr a i n s  i n  In d i a 

 

 

Ye a r O u t p u t 
 
 

1 % 1 6 0 . 9 
 
 

1 % 2 6 1 . 8 
 
 

1 9 6 3 6 0 . 2 
 
 

1 9 6 4 6 1 . 8 
 
 

1 9 6 5 6 7 . 3 
 
 

1 9 6 6 5 4 . 6 
 

Thi s  le d  to  a s e r i o u s  c ri s i s  in t h e  In d i a n  e c o n o m y  p r o m p t i n g  a r e a p p r a i s a l 

of    t h e    g r o w t h     st r a t e g y     p u r s u e d     in    t h e    a g r i c u l t u r a l     se c t o r .     Thi s 

r e a p p r a i s a l  of  poli ci e s  a n d  st r a t e g i e s   b r o u g h t   a b o u t  a  t r a n s f o r m a t i o n   in 

In d i a n  a g r i c u l t u r e ,   le a d i n g   to  w h a t  c a n  b e  m a r k e d   a s  p h a s e   II  of  In d i a n 

a g r i c u l t u r e . 

 
P h a s e   II:  T e c h n o l o g i c a l l y   Dy n a m i c   Ag r i c u l t u r e   wi t h   Lo w   Ca p i t a l 

 

In t e n s i t y : 
 

Th e   In d i a n    a g r i c u l t u r e    e n t e r e d    t h e   n e x t   p h a s e    af t e r    1 9 6 0 s .    Thi s   is 

d e s c r i b e d   a s   p h a s e   II  m a r k e d   fo r   t e c h n o l o g i c a l l y   dy n a m i c   a g r i c u l t u r e 
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wi t h    low   c a p i t a l    in t e n s i t y .    Thi s   is   t h e    b e g i n n i n g    of   t h e    p r o c e s s    of 

t r a n s f o r m a t i o n    fro m   t r a d i t i o n a l    a g r i c u l t u r e    to   m o d e r n i s a t i o n .    In   t hi s 

p h a s e ,  a g r i c u l t u r e  st ill r e p r e s e n t s  a la r g e  po r t i o n  of t h e  to t a l  e c o n o m y . 

 
Bu t  po p u l a t i o n   a n d  inc o m e s   wo u l d  b e  ri si n g ,  inc r e a s i n g   t h e  d e m a n d   fo r 

a g r i c u l t u r a l   p r o d u c t s   w h il e   t h e   siz e   of  t h e   av e r a g e   hol d i n g   wo u l d   b e 

co m i n g    do w n .    Th e r e    is    sc a r c i t y    of    c a p i t a l    bo t h    in    in d u s t r y    a n d 

a g r i c u l t u r e .  Th e  fa r m  s e c t o r  t e n d s  to  u s e  m o r e  la b o u r  t h a n  c a p i t a l ,  si n c e 

la b o u r ,     ow n e d     o r    hi r e d ,     wo u l d     b e    still,    r e l a t i v e l y    c h e a p e r     t h a n 

m e c h a n i s a t i o n . 

 
Th e  di s t i n g u i s h i n g   fe a t u r e   of  p h a s e   II  is  t h e  a p p l i c a t i o n   of  sci e n c e   a n d 

t e c h n o l o g y ,   ev olv e d   by   r e s e a r c h    in s t i t u t i o n s ,   in   a   p r o g r e s s i v e l y   la r g e 

m e a s u r e .   Thi s   in c r e a s e s   t h e   p r o d u c t i v i t y   of  fa r m s   w h e n   s m a l l   c a p i t a l 

a d d i t i o n s    a r e    m a d e    in   t h e    for m    of   im p r o v e d    s e e d s ,    fe r t i li s e r s    a n d 

p e s t i c i d e s .    Th e    p r o fi t a b l e    in n o v a t i o n s    a r e    a c c e p t e d    by   t h e    fa r m e r s 

d e s p i t e  im p e r f e c t i o n s  in la n d  t e n u r e ,  m a r k e t i n g  a n d  in p u t  su p p l y  sy s t e m . 

 
Th e  st a g n a n c y  t h a t  h a d  m a r k e d   t h e  a g r i c u l t u r a l  s e c t o r  d u r i n g  t h e  e a r l y- 

 

1 9 6 0 s ,  h a d  la r g e l y  b e e n  ov e r c o m e   a r o u n d   t h e  e n d  of  t h e  d e c a d e .  In  t h e 

w a k e  of t h e  n e w  a g r i c u l t u r a l  st r a t e g y  of g r o w t h  (c a ll e d  t h e  Bo rl a u g  s e e d - 

fe r t i l i s e r - t e c h n o l o g y )    t h a t    h a d    b e e n    a d o p t e d ,    a g r i c u l t u r a l    p r o d u c t i o n 

e s p e c i a l l y  foo d  g r a i n s ,  b e g a n  to in c r e a s e  s h a r p l y  Ta b l e  1 3 . 2 . 

 
Ta b l e  1 3 . 2 :  Pr o d u c t i o n   o f  M aj o r  c r o p s : 

 

 

Cr o p 1 9 6 0 - 6 1 1 9 7 0 - 7 1 1 9 8 0 - 8 1 1 9 9 0 - 9 1 
 
 

Fo o d 
 

g r a i n s 

8 2 . 0 1 0 8 . 4 1 2 9 . 6 1 7 6 . 4 
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Oil s e e d s 7. 0 9. 6 9. 4 1 8 . 6 
 
 

Su g a r c a 
 

n e 

1 1 0 . 0 1 2 6 . 4 1 5 4 . 2 2 4 1 . 0 

 
 

Co t t o n 5. 6 4. 8 7. 0 9. 8 
 
 

Jut e 5. 3 6. 2 6. 5 7. 9 
 

Thi s  fa c t  is b r o u g h t  ou t  m o r e  cl e a r l y  by t h e  in d e x  n u m b e r s  of a g r i c u l t u r a l 

p r o d u c t i o n  p r e s e n t e d  in Ta b l e  1 3 . 3 . 

 
Ta b l e  1 3 . 3 :  I n d e x  N u m b e r s   o f  Ag r i c u l t u r a l  Pr o d u c t i o n : 

 

 

Ye a r In d e x  N o . 
 
 

1 9 6 0 - 
 

6 1 

6 6 . 8 

 
 

1 9 7 0 - 
 

7 1 

8 5 . 9 

 
 

1 9 8 0 - 
 

8 1 

1 0 4 . 1 

 
 

1 9 9 0 - 
 

9 1 

1 4 8 . 4 

 

In c r e a s e   i n  a g r i c u l t u r a l  pr o d u c t i o n   c a n  b e  a t t r i b u t e d   e i t h e r : 
 

(i) To inc r e a s e  in a r e a  u n d e r  c ul t i v a t i o n  (i.e .  ho r i z o n t a l  ex p a n s i o n ) ,  or 
 
 
(ii) To a n  im p r o v e m e n t  in yiel d  p e r  h e c t a r e  (i.e .  ve r t i c a l  ex p a n s i o n ) ,  or 
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(iii) To bo t h  a n  in c r e a s e  in  a r e a  u n d e r  c ul t i v a t i o n  a n d  a n  im p r o v e m e n t   in 

yiel d  p e r  h e c t a r e . 

 
Du r i n g  t hi s  p h a s e  of t r a n s f o r m a t i o n ,  si g n i fi c a n t  co n t r i b u t i o n  to  im p r o v e d 

a g r i c u l t u r a l   ou t p u t   w a s  a c h i e v e d   by  w a y  of  im p r o v e m e n t   in  a g r i c u l t u r a l 

p r o d u c t i v i t y  wi t h  lit tl e  ch a n g e  in a r e a  u n d e r  c ul t i v a t i o n .  In d e x  n u m b e r  of 

a r e a  u n d e r  c ul t i v a t i o n  c h a n g e d  m a r g i n a l l y  fro m  9 6 . 3  in 1 9 7 0 - 7 1  to  1 0 5 . 2 

in 1 9 9 0 - 9 1 . 

 
On  t h e  h a n d ,  t h e  in d e x  n u m b e r  of a g r i c u l t u r a l  p r o d u c t i o n  in c r e a s e d  fro m 

 

8 5 . 9  in 1 9 7 0 - 7 1  to  1 4 8 . 4  in 1 9 9 0 - 9 1  (B a s e :  1 9 8 1 - 8 2  =  1 0 0 ) .  Thi s  p h a s e  of 

a g r i c u l t u r e   t r a n s f o r m a t i o n   c a m e   to   b e   k n o w n   a s   t h e   p e r i o d   of  Gr e e n 

Rev o l u t i o n .  Th e  g r e e n  r e v o l u t i o n  w a s ,  ho w e v e r ,  co n fi n e d  to  a  fe w  c r o p s - 

wh e a t  a n d  ri c e ,  a n d  to fe w  r e g i o n s . 

 
 
 
 
 
 
 
 

P h a s e   III:  T e c h n o l o g i c a l l y   Dy n a m i c   Ag r i c u l t u r e   wi t h  H i g h   Ca p i t a l 
 

In t e n s i t y : 
 

As  p h a s e   1 1  a d v a n c e s ,   m o r e   a n d  m o r e   in n o v a t i o n s   givi n g  s m a l l  r e t u r n s 

si n g l y ,   b u t   la r g e   r e t u r n s   joi n t l y   wo u l d   b e   a c c e p t e d   le a d i n g   to   hi g h e r 

p r o d u c t i v i t y .  In  or d e r  to  ex p e d i t e  p r o g r e s s ,  t h e r e  sh o u l d  b e  a n  ex t e n s i v e 

u tili s a t i o n   of  av a i l a b l e   a b u n d a n t    fa c t o r s .   At  t h e   s a m e   ti m e ,   r e l a t i v e l y 

sc a r c e   inf r a s t r u c t u r a l   fac ili t i e s   lik e  r e s e a r c h ,   ex t e n s i o n ,   m a r k e t i n g ,   e t c . 

sh o u l d  b e  u tili s e d  op t i m a l l y  wi t h  effo r t s  di r e c t e d   to w a r d s   ex p a n d i n g   t h e 

inf r a s t r u c t u r a l  r e s o u r c e s . 

 
In d i a n   a g r i c u l t u r e   e n t e r e d   t h e   t hi r d   p h a s e   of  t e c h n o l o g i c a l l y   dy n a m i c 

a g r i c u l t u r e   wi t h  hi g h  c a p i t a l  int e n s i t y  to w a r d s   t h e  e n d  of  t h e  d e c a d e   of 
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1 9 8 0 s .   Thi s  w a s  p r e c i s e l y  t h e  p e r i o d   wh e n   t h e  no n- a g r i c u l t u r a l   se c t o r s 

al s o  b e g a n  t h e i r  m a r c h  to w a r d s  m o d e r n i s a t i o n . 

 
No n- a g r i c u l t u r a l     s e c t o r s     w e r e     fa cili t a t e d     in    t h e i r     m o v e     to w a r d s 

a g g r e s s i v e     m o d e r n i s a t i o n     by     t h e     n e w     poli c i e s     of     lib e r a l i s a t i o n , 

p ri v a t i s a t i o n  a n d  gl o b a l i s a t i o n .  Thi s  p h a s e  of  a g r i c u l t u r a l  t r a n s f o r m a t i o n 

is  t h u s   c h a r a c t e r i s e d   by  t h e  s u b s t i t u t i o n   of  la b o u r   by  c a p i t a l  by  w a y  of 

la r g e - sc a l e   fa r m   m a c h i n e r y ,   a n d   co n s i d e r a b l e   co m p e t i t i o n   b e t w e e n   t h e 

se c t o r s  fo r c a p i t a l . 

 
FACTO R S  I N F L U E N C I N G  P R O D U C T I V I T YA N D  GRO W T H : 

 

So m e   of  t h e   im p o r t a n t   fa c t o r s   infl u e n c i n g   in d u s t r i a l   p r o d u c t i v i t y 

a r e  : (i) Te c h n o l o g i c a l  Dev e l o p m e n t   (ii)  Qu a l i t y  of  H u m a n   Re s o u r c e s   (iii) 

Avail a b i l i t y  of  Fi n a n c e   (iv)  M a n a g e r i a l  Tal e n t  (v)  Gov e r n m e n t   Poli c y  (vi) 

N a t u r a l  F a c t o r s ! 

 
Th e  fa c t o r s   aff e c t i n g   in d u s t r i a l   p r o d u c t i v i t y  a r e   in t e r - r e l a t e d a n d   in t e r - 

d e p e n d e n t a n d it  is  a  diffic u l t t a s k to   ev a l u a t e t h e infl u e n c e of  e a c h 

in di vi d u a l  fac t o r  on  t h e  ov e r a l l  p r o d u c t i v i t y  of in d u s t r i a l  u n i t s . 

 
Th e  i m p a c t  o f  c e r t a i n  i m p o r t a n t   fa c t o r s  i s  br i e f l y  e x a m i n e d   b e l o w : 

(i )  T e c h n o l o g i c a l   D e v e l o p m e n t : 

: 
 
 
Te c h n o l o g i c a l   d e v e l o p m e n t    pl a y s   a n   im p o r t a n t    p a r t   to   infl u e n c e    t h e 

in d u s t r i a l  p r o d u c t i v i t y .  “Th e  a p p l i c a t i o n  of m o t i v e  po w e r  a n d  m e c h a n i c a l 

im p r o v e m e n t s   to  t h e  p r o c e s s  of  p r o d u c t i o n  h a s  a c c e l e r a t e d   t h e  p e a c e  of 

in d u s t r i a l i s a t i o n  to  a n  u n p r e c e d e n t e d   d e g r e e ,  a n d  h a s  giv e n  u s  t h e  visi o n 

of t h e  va s t  a n d  u n e x p l o r e d  fro n t i e r s  t h a t  still  lie  a h e a d  of u s  in t h e  r e a l m 

of a p p l i e d  sci e n c e  a n d  t e c h n o l o g y . ” 
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Th e   t e c h n o l o g i c a l   fa c t o r s    incl u d e    d e g r e e    of   m e c h a n i s a t i o n ,   t e c h n i c a l 

kn o w - ho w ,  p r o d u c t  d e s i g n ,  e t c .  Im p r o v e m e n t   in  a n y  of  t h e  t e c h n o l o g i c a l 

fa c t o r s  will  co n t r i b u t e   to w a r d s   t h e  inc r e a s e   in  in d u s t r i a l  p r o d u c t i v i t y .  In 

In d i a ,   a p p l i c a t i o n   of  m e c h a n i c a l   po w e r ,   in t r o d u c t i o n   of  s e m i - a u t o m a t i c 

a n d   a u t o m a t i c    m a c h i n e s ,    im p r o v e m e n t s    in   t h e   p r o d u c t i o n    p r o c e s s e s , 

b e t t e r   Mo r a l e   a n d  Pr o d u c t i v i t y  int e g r a t i o n   of  p r o d u c t i o n   p r o c e s s e s   a n d 

hi g h e r    d e g r e e    of   s p e c i a l i s a t i o n    h a v e    co n t r i b u t e d    a   lot   to w a r d s    t h e 

in c r e a s e s  in in d u s t r i a l  p r o d u c t i v i t y . 

 
(i i )  Q u a l i t y  of  H u m a n   R e s o u r c e s : 

 

M a n p o w e r   pl a y s   a  si g n i fi c a n t   rol e .   In  r a i s i n g   in d u s t r i a l   p r o d u c t i v i t y   in 

m o s t   of  t h e   in d u s t r i e s .   If  t h e   la b o u r   for c e   is  no t   a d e q u a t e l y   q u a l i fi e d 

a n d / o r   is  no t   p r o p e r l y   m o t i v a t e d ,   all   t h e   st e p s   t a k e n   to   inc r e a s e   t h e 

in d u s t r i a l   p r o d u c t i v i t y   will  h a v e   no  r e s u l t   t h e   e m p l o y e e s ’   p e r f o r m a n c e 

a n d    a t t i t u d e s    h a v e    a n    im m e n s e    eff e c t    on    t h e    p r o d u c t i v i t y    of   a n y 

in d u s t r i a l  u ni t .  Th r e e  im p o r t a n t   fa c t o r s  w hi c h  infl u e n c e   t h e  p r o d u c t i v i t y 

of la b o u r  a r e a  (a)  a b ili t y  of t h e  wo r k e r ,  (b)  willi n g n e s s  of t h e  wo r k e r ,  a n d 

(c) t h e  e n vi r o n m e n t  u n d e r  w hi c h  h e  h a s  to wo r k . 

 
(i i i )  Ava i l a b i l i t y  o f  Fi n a n c e : 

 

Th e  a m b i t i o u s  pl a n s  of a n  in d u s t r i a l  u n i t  to  in c r e a s e  t h e  p r o d u c t i v i t y  will 

r e m a i n  m e r e  d r e a m s   if a d e q u a t e   fin a n c i a l  r e s o u r c e s   a r e  no t  av a i l a b l e  to 

in t r o d u c e   t e c h n i c a l   im p r o v e m e n t s   a n d   giv e  a p p r o p r i a t e   t r a i n i n g   to  t h e 

wo r k e r s . 

Th e  g r e a t e r   t h e  d e g r e e   of  m e c h a n i s t i o n   to  b e  in t r o d u c e d ,   t h e  g r e a t e r   is 

t h e   n e e d   for   c a p i t a l .   C a p i t a l   will   al s o   b e   r e q u i r e d    fo r   inv e s t m e n t    in 

r e s e a r c h    a n d   d e v e l o p m e n t    a c t i vi t i e s ,   a d v e r t i s e m e n t    c a m p a i g n ,    b e t t e r 

wo r k i n g  co n d i t i o n s  to t h e  wo r k e r s ,  u p- ke e p  of pl a n t  a n d  m a c h i n e r y ,  e t c . 
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(i v )  M a n a g e r i a l  Ta l e n t : 

 

Th e     si g n i fi c a n c e      of     m a n a g e r i a l     t a l e n t     h a s     in c r e a s e d      wi t h     t h e 

a d v a n c e m e n t   in  t e c h n o l o g y .  Pr of e s s i o n a l  m a n a g e r s   a r e  r e q u i r e d  to  m a k e 

b e t t e r    u s e   of   t h e   n e w   t e c h n o l o g i c a l   d e v e l o p m e n t .    Si n c e   t h e   m o d e r n 

e n t e r p r i s e s    a r e    r u n    on   a   la r g e    sc a l e ,    t h e    m a n a g e r s    m u s t    po s s e s s 

im a g i n a t i o n ,  ju d g m e n t  a n d  willi n g n e s s  to t a k e  imi t a t i v e . 

 
Th e   m a n a g e r s    s h o u l d   b e   d e v o t e d    to w a r d s    t h e i r   p r o f e s s i o n    a n d   t h e y 

sh o u l d  u n d e r s t a n d   t h e i r  so c i a l  r e s p o n s i b i l i t i e s  to w a r d s  t h e  ow n e r s  of t h e 

b u s i n e s s ,   wo r k e r s ,   cu s t o m e r s ,   s u p p l i e r s .   Gov e r n m e n t ,   a n d   t h e   so ci e t y 

t hi s   is  e s s e n t i a l   if  t h e   m a n a g e r s    w a n t   to   m a n a g e   t h e i r   or g a n i s a t i o n s 

eff e c t i v e l y .  Th e  m a n a g e r s   s h o u l d  h a v e  co n c e p t u a l ,   h u m a n   r e l a t i o n s   a n d 

t e c h n i c a l  skill s  in or d e r  to inc r e a s e s  t h e  p r o d u c t i v i t y  of t h e  e n t e r p r i s e . 

(v )  Go v e r n m e n t   P o l i c y : 
 

Th e  in d u s t r i a l  poli c i e s  of  t h e  Gov e r n m e n t   h a v e  a n  im p o r t a n t   im p a c t   on 

t h e  in d u s t r i a l  p r o d u c t i v i t y ;  Th e  Gov e r n m e n t  s h o u l d  fr a m e  a n d  im p l e m e n t 

su c h  poli c i e s  w hi c h  cr e a t e   fav o u r a b l e   co n d i t i o n s   fo r  s a v i n g ,  inv e s t m e n t , 

flow  of  c a p i t a l  fro m  on e  in d u s t r i a l  s e c t o r  to  a n o t h e r   a n d  co n s e r v a t i o n  of 

n a t i o n a l   r e s o u r c e s .   Ce r t a i n   in d u s t r i e s   m a y   b e   g r a n t e d   p r o t e c t i o n ,   a n d 

in c e n t i v e s  m a y  b e  giv e n  to  t h e  ot h e r s  fo r  t h e  d e v e l o p m e n t   in  vi e w  of t h e 

n a t i o n a l  in t e r e s t . 

 
Th e    Gov e r n m e n t     s h o u l d    flo w    t h e    t a x a t i o n    poli c y    wh i c h    do e s    no t 

di s c o u r a g e   t h e  fu r t h e r   ex p a n s i o n   of  b u s i n e s s .   It  is  al s o  t h e  d u t y  of  t h e 

Gov e r n m e n t   to  c h e c k  t h e  g r o w t h  of  m o n o p o l i s t i c  e n t e r p r i s e s   so  t h a t  t h e 

in t e r e s t ,  of t h e  co n s u m e r s  a n d  t h e  wo r k e r s  a r e  no t  je o p a r d i s e . 

 
(v i )  N a t u r a l  Fa c t o r s : 

 

Th e  n a t u r a l  fa c t o r s  s u c h  a s  p h y s i c a l ,  g e o g r a p h i c a l  a n d  cli m a t i c  ex e r c i s e 

co n s i d e r a b l e     im p a c t     on     t h e     in d u s t r i a l     p r o d u c t i v i t y .     Th e     r e l a t i v e 
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im p o r t a n c e   of  t h e s e   fa c t o r s   d e p e n d s   u p o n   t h e   n a t u r e   of  t h e   in d u s t r y , 

go o d s  a n d  s e r v i c e s  p r o d u c e d  a n d  t h e  ex t e n t  to  w hi c h  p h y s i c a l  co n d i t i o n s 

a r e  co n t r o l l e d . 

 

“T h e    g e o l o g i c a l    a n d    p h y s i c a l    fa c t o r s    pl a y   a   ve r y   do m i n a n t    rol e    in 

d e t e r m i n i n g   t h e  p r o d u c t i v i t y  of  ex t r a c t i v e  in d u s t r i e s  lik e s  co a l- mi n i n g  in 

wh i c h  t h e  p h y s i c a l  ou t p u t  p e r  h e a d  is  g r e a t l y  infl u e n c e d   by  t h e  d e p t h  of 

t h e   co a l- mi n e s ,   t h e   t hi c k n e s s   of  t h e   co a l  se a m s ,   t h e   to p o g r a p h y   of  t h e 

r e g i o n  a n d  t h e  q u a l i t y  of co a l  av a i l a b l e .  In  ot h e r  in d u s t r i e s  lik e  t a il o r i n g , 

g r a i n - milli n g ,   ho s i e r y ,   so a p - m a k i n g ,   co n f e c t i o n a r y ,   m e d i u m   a n d   co a r s e 

co t t o n   m a n u f a c t u r i n g ,   e t c . ,   t h e   g e o g r a p h i c a l ,   g e o l o g i c a l   a n d   p h y s i c a l 

fa c t o r s  ex e r c i s e  lit tl e  infl u e n c e  on  p r o d u c t i v i t y ” . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Se c t o r  wi s e  co n t r i b u t i o n  in GDP  of In d i a 
 

 

As p e r  la t e s t  n e w s  p u b l i s h e d  by  t h e  Wo r l d  Ec o n o m i c  Fo r u m ,  In d i a  is  t h e 
 

7t h la r g e s t e c o n o m y of   t h e wo r l d . Th e In t e r n a t i o n a l Mo n e t a r y F u n d 
 

(IM F ) h a s p r e d i c t e d t h a t t h e   I n d i a n  e c o n o m y   will b e t h e fa s t e s t 
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g r o w i n g  e c o n o m y  in  t h e  wo r l d  a n d  ex p e c t e d   to  g r o w  a t  t h e  r a t e  of  7. 4 % 

 

in t h e  FY 2 0 1 8 . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
In d i a n  E c o n o m y   i s  c l a s s i f i e d   i n  t h r e e  m a j o r  s e c t o r s ; 

 
 

1 .    Ag r i c u l t u r e    &   All i e d    S e c t o r :  Thi s   s e c t o r    in cl u d e s    fo r e s t r y    a n d 

fis hi n g   al s o .   Thi s   s e c t o r   is  al s o   kn o w n   a s   t h e  pr i m a r y   s e c t o r   o f   t h e 

e c o n o m y .  At  t h e   ti m e   of  In d i a n   in d e p e n d e n c e   t hi s   s e c t o r   h a d   bi g g e s t 

sh a r e    in   t h e   Gr o s s   Do m e s t i c   Pr o d u c t   of   In d i a .   Bu t   ye a r   by   ye a r   it s 

co n t r i b u t i o n   go e s  on  d e c l i n i n g   a n d  cu r r e n t l y  it  co n t r i b u t e s   onl y  1 7 %  of 

In d i a n   GDP   a t   c u r r e n t   p ri c e s .   It  is  wo r t h   to   m e n t i o n   t h a t   a g r i c u l t u r e 

se c t o r  p r o v i d e s  job s  to a r o u n d  5 3 %  po p u l a t i o n  of In d i a . 
 
 

2 .     In d u s t r y     S e c t o r :  Thi s     s e c t o r     in cl u d e s     'Mi n i n g     &    q u a r r y i n g ' , 

M a n u f a c t u r i n g       (R e g i s t e r e d       &      Un r e g i s t e r e d ) ,       Ga s ,       El e c t r i c i t y , 

Co n s t r u c t i o n   a n d   Wa t e r   su p p l y .   Thi s   is  al s o   k n o w n   a s   t h e  s e c o n d a r y 

s e c t o r s   o f  t h e  e c o n o m y .  Cu r r e n t l y  it is co n t r i b u t i n g  a r o u n d  3 1 %  of t h e 

In d i a n  GDP  (a t  cu r r e n t  p ri c e s ) . 
 

 

3 .   S e r v i c e s    S e c t o r :  S e r v i c e s   s e c t o r   in cl u d e s   'Fi n a n c i a l ,   r e a l   e s t a t e   & 
 

p r o f e s s i o n a l  s e r v i c e s ,  Pu b l i c  Ad m i n i s t r a t i o n ,  d e f e n c e   a n d  ot h e r  s e r v i c e s , 
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t r a d e ,     ho t e l s ,     t r a n s p o r t ,     co m m u n i c a t i o n     a n d     se r v i c e s     r el a t e d     to 

b r o a d c a s t i n g .    Thi s   s e c t o r    is   al s o    k n o w n    a s  t e r t i a r y    s e c t o r    of    t h e 

e c o n o m y .    Cu r r e n t l y    t hi s    s e c t o r     is    t h e  b a c k b o n e     o f    t h e     In d i a n 

e c o n o m y   a n d  c o n t r i b u t i n g   ar o u n d  5 3%  o f  t h e  In d i a n  GD P . 
 
 

Se r v i c e s  s e c t o r  is t h e  la r g e s t  s e c t o r  of In d i a .  Gr o s s  Val u e  Add e d  (GVA) a t 

cu r r e n t  p ri c e s  fo r  S e r v i c e s  s e c t o r  is e s t i m a t e d  a t  7 3 . 7 9  la k h  c r o r e  INR  in 

2 0 1 6 - 1 7 .   S e r v i c e s s e c t o r a c c o u n t s for   5 3 . 6 6 % of  to t a l In d i a ' s GVA  of 
 

1 3 7 . 5 1  la k h  cr o r e  In d i a n  r u p e e s . 
 
 

In d u s t r i a l   s e c t o r   co n t r i b u t e s   2 9 . 0 2 %   wi t h  GVA  of  Rs.  3 9 . 9 0   la k h  c r o r e . 

Whil e ,  Pri m a r y   S e c t o r   of  t h e  ec o n o m y   i.e .  Agri c u l t u r e   a n d  alli e d  se c t o r 

co n t r i b u t e s   1 7 . 3 2 %   a n d   it s  GVA  is  a r o u n d   Rs.  2 3 . 8 2   la k h   c r o r e   a t  t h e 

cu r r e n t  p r i c e s  in t h e  FY 2 0 1 6 - 1 7 . 
 
 

Le t' s  h a v e  a  l o o k  o n  t h e  al l  t h r e e   s e c t o r s   of  t h e  In d i a n  e c o n o m y   i n 
 

t h e  FY 2 0 1 6 - 1 7  a t  t h e  c u r r e n t  pr i c e . 
 
 
 

S e c t o r GVA (R u p e e s i n 

Cr o r e ) a t c u r r e n t 

pr i c e s  ( 2 0 1 6 - 1 7 ) 

P e r c e n t a g e s h a r e 

 

 
1. 0  Ag ri c u l t u r e  Se c t o r 2, 3 8 2 , 2 8 9 1 7 . 3 2  % 

 

 
1. 1 

 

Ag ri c u l t u r e , f o r e s t r y & 
 

fis hi n g 

2, 3 8 2 , 2 8 9 1 7 . 3 2  % 

 

 
2. 0 In d u s t r y  S e c t o r 3, 9 8 9 , 7 9 1 2 9 . 0 2  % 
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2. 1  Mi ni n g  & q u a r r y i n g 3 0 9 , 1 7 8 2. 2 5  % 
 

 
 

2. 2  M a n u f a c t u r i n g 2, 2 7 8 , 1 4 9 1 6 . 5 7  % 
 

 
2. 3 El e c t r i c i t y ,  g a s , 

w a t e r  s u p p l y & ot h e r 

u tili t y  se r v i c e s 

3 3 8 , 3 9 6 2. 4 6  % 

 

 
2. 4  Co n s t r u c t i o n 1, 0 6 4 , 0 6 8 7. 7 4  % 

 
 

3. 0   S e r v i c e s   S e c t o r   
7, 3 7 8 , 7 0 5 5 3 . 6 6  % 

 

 
3. 1 Tr a d e , ho t e l s , 

t r a n s p o r t , 

co m m u n i c a t i o n a n d 

se r v i c e s r e l a t e d  to 

b r o a d c a s t i n g 

2, 5 3 8 , 1 6 2 1 8 . 4 6  % 

 

 
3. 2 Fi n a n c i a l , r e a l 

 

e s t a t e  & p r o f  se r v i c e s 

2, 8 9 6 , 3 0 0 2 1 . 0 6  % 

 

 
3. 3 Pu b l i c 

Ad m i n i s t r a t i o n , d e f e n c e 

a n d  ot h e r  s e r v i c e s 

1, 9 4 4 , 2 4 3 1 4 . 1 4  % 

 

 
GVA a t Cur r e n t 

 

Pr i c e s 

1 3 , 7 5 0 , 7 8 6 1 0 0 . 0 0   % 

 

 
Th e   a b o v e t a b l e sh o w s t h a t t h e   se r v i c e s e c t o r is  t h e   b a c k b o n e of  t h e 

 

In d i a n ec o n o m y ;   co n t r i b u t i n g t h e   m o s t   in  In d i a n GDP  follo w e d by  t h e 
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in d u s t r i a l   s e c t o r .   Bu t   t h e   d e c l i n i n g   p e r c e n t a g e   of  t h e   a g r i c u l t u r e   a n d 

alli e d   se c t o r   in  t h e   In d i a n   GDP  is  t h e   c a u s e   of  co n c e r n   for  t h e   poli c y 

m a k e r s    b e c a u s e    t hi s   s e c t o r    still   p r o v i d e s    liveli h o o d    to   a r o u n d    5 3 % 

po p u l a t i o n  of t h e  co u n t r y  b u t  it s  co n t r i b u t i o n  in t h e  e c o n o m y  is d e c li n i n g 

ye a r  by ye a r 
 

 

R o l e  o f D i f f e r e n t  I n d u s t r i e s  i n t h e  I n d i a n  E c o n o m y 
 
 

An  e c o n o m y   is  m a d e   fro m  t h e  co m p o s i t i o n   of  m a n y  diff e r e n t   in d u s t r i e s 

lik e     a g r i c u l t u r e ,      s e r v i c e ,     e n g i n e e r i n g ,     m a n u f a c t u r i n g      e t c .     Th e s e 

in d u s t r i e s   p r o v i d e   so   m a n y   b e n e f i t s   to   t h e   e c o n o m y   i.e .   e m p l o y m e n t 

g e n e r a t i o n ,   p r o d u c t i o n   of  go o d s  a n d  s e r v i c e s ,  e q u a l  inc o m e   dis t r i b u t i o n 

in  t h e  w h o l e  e c o n o m y .  S e r v i c e  s e c t o r  co n t r i b u t e s  6 0 %  of t h e  In d i a n  GDP 

wh il e  a g r i c u l t u r e  giv e s  a r o u n d  1 4 %  of GDP . 

S o m e   i m p o r t a n t   s e c t o r s   of  t h e  In d i a n  e c o n o m i e s   i s  g i v e n  b e l o w : 
 

1 .   Co t t o n   a n d   T e x t i l e   In d u s t r y :  In d i a n   co t t o n   in d u s t r y   is  t h e   b r o a d 

b a s e d      in d u s t r y      wh i c h      a c c o u n t s      fo r     a b o u t      1 2 %      of     in d u s t r i a l 

p r o d u c t i o n ,  4%   of  GDP,   a n d   e m p l o y m e n t   to  3 5   millio n s   of  skill e d   a n d 

se m i  skill e d  wo r k e r s  a n d  1 2 %  of  to t a l  ex p o r t  e a r n i n g s .  Th e  fir s t  m o d e r n 

co t t o n  mill w a s  e s t a b l i s h e d  a t  Kolk a t a  in 1 8 1 8 . 

Tex t il e  in d u s t r y   is  la b o u r   int e n s i v e   in d u s t r y .   It  p r o v i d e s   e m p l o y m e n t   to 
 

4 5   milli o n   p e o p l e s .    It   h a s   m a j o r    p r e s e n c e    in   u n o r g a n i z e d    s e c t o r    in 
 

In d i a .  In d i a  p r o d u c e d  4 8 1 9 4  milli o n  kg s  of clo t h  ev e r y  ye a r  in 2 0 1 4 - 1 5 . 
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Im a g e  so u r c e : w w w . c o m m o d i t i e s c o n t r o l . c o m 
 

2 .  Ir o n   a n d   S t e e l   In d u s t r y :    Thi s  in d u s t r y   to o k  bi r t h   in  In d i a  in  1 8 7 0 

wh e n    Be n g a l    iro n    Wo r k s    Co m p a n y    e s t a b l i s h e d     it s    pl a n t    in    We s t 

Be n g a l .  In    1 9 7 4 ,    Th e    St e e l    Aut h o r i t y    of   In d i a    Limi t e d    (SAIL)   w a s 

e s t a b l i s h e d  a n d    m a d e    r e s p o n s i b l e    fo r   t h e    d e v e l o p m e n t    of   t h e    st e e l 

in d u s t r y    in    t h e    co u n t r y .    In d i a n    r a n k e d    a t    t h e    4 th  po s i t i o n    in    t h e 

p r o d u c t i o n   of  c r u d e   st e e l  (8 5  milli o n  to n n e s )   in  t h e  wo r l d   d u r i n g   2 0 1 4 

af t e r  Chi n a ,  Ja p a n  a n d  USA. 
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3 .    F e r t i l i z e r     In d u s t r y :  In d i a    to d a y    is    t h e    3 r d   la r g e s t    p r o d u c e r     of 

ni t r o g e n o u s   fe r t i li z e r s   in  t h e  wo r l d  only  b e h i n d   c hi n a  a n d  USA.  In d i a  is 

m e e t i n g  8 0 %  of  it s  u r e a  r e q u i r e m e n t   t h r o u g h   in di g e n o u s  p r o d u c t i o n  b u t 

is  la r g e l y  im p o r t  d e p e n d e n t   fo r  m e e t i n g  t h e  p h o s p h o r o u s   a n d  po t a s s i u m 

r e q u i r e m e n t .  Tot a l  do m e s t i c  p r o d u c t i o n  is giv e n  in t h e  pi c t u r e  b e l o w : - 
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Im a g e  so u r c e : w w w . k r i s h i j a g r a n . c o m 
 
 
W e l f a r e  Pr o g r a m m e s   by  t h e  Go v e r n m e n t   o f  In d i a 

 

4 .  Ce m e n t   I n d u s t r y :  Th e  p r o d u c t i o n   of  ce m e n t   w a s  st a r t e d   in  1 9 0 4  a t 

t h e  m a d r a s   b u t  t h e  fo u n d a t i o n  of st a b l e  In d i a n  c e m e n t  in d u s t r y  w a s  lai d 

in   1 9 1 4   w h e n   In d i a n   Ce m e n t   Co m p a n y   li mi t e d   st a r t e d    p r o d u c t i o n   in 

Guj a r a t .   As  on  M a r c h   2 0 1 5   t h e r e   a r e  1 8 5  bi g  ce m e n t   pl a n t   of  in s t a l l e d 

c a p a c i t y   of  3 2 5   milli o n  to n e s   a r e   op e r a t i n g   in  t h e   co u n t r y .   In  t h e   ye a r 

2 0 1 5 - 1 6 ,  In d i a  p r o d u c e d  2 8 9  millio n  to n e s  c e m e n t  in t h e  co u n t r y . 
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Im a g e  so u r c e : w w w . b u s i n e s s - st a n d a r d . c o m 
 

5 .  Co a l  In d u s t r y :  Cr e d i t  to  inv e n t  co a l  in  In d i a  is  giv e n  to  t w o  E n g l i s h 

m e n  ‘Sa m b h a r   a n d  H a t l e y ’.  Th e y  st a r t e d   mi n i n g  co a l  in  Ra n i g a n j  dis t r i c t 

of   w e s t    Be n g a l    in   1 8 1 4 .    Co a l    a c c o u n t s    for    6 7 %    of   t h e    co u n t r y ’ s 

co m m e r c i a l  r e q u i r e m e n t s .  As on  2 0 1 4 - 1 5  In d i a n  co a l  p r o d u c t i o n  w a s  4 8 6 

milli o n    to n e s    a n d    im p o r t    w a s    1 3 8    milli o n    to n e s .  In d i a    m a k e s    5 8 % 

el e c t r i c i t y  fro m  co a l . 
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Im a g e  so u r c e : w w w . b u s i n e s s - st a n d a r d . c o m 
 

6 .     G e m s      a n d     Je w e l l e r y     In d u s t r y :    Ge m s     a n d     Je w e l l e r y     se c t o r 

co n t r i b u t i n g   a b o u t   1 2 %  of  In d i a’ s  to t a l  m e r c h a n d i s e   ex p o r t s   m a d e   it  a s 

t h e  la r g e s t  cu t t i n g  a n d  poli s h i n g  c e n t r e  of di a m o n d s  in t h e  wo r l d .  In d i a’ s 

sh a r e   in  t hi s  m a r k e t   is  a b o u t  8 0 %  of  t h e  wo r l d  m a r k e t .  In d i a n  ex p o r t  of 
 

Ge m s  a n d  Je w e l l e r y  w a s  a r o u n d  $ 3 1  billio n  in 2 0 1 5 - 1 6 . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Im a g e  so u r c e : w w w . i b e f . o r g 
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c h 
7 .    P e t r o l e u m      In d u s t r y :  Acc o r d i n g     to    In d i a    2 0 1 5 :    t h e r e     a r e     2 2 

r e fi n e r i e s ,   1 7   in  t h e   p u b l i c   se c t o r ,   3  in  p r iv a t e   s e c t o r   a n d   2  in  joi n t 

ve n t u r e .  All t h e s e  r e fi n e r i e s  h a v e  r e fi n i n g  c a p a c i t y  of  2 2 0  millio n  to n n e s 

p e r  a n n u m .  As we  no w  t h a t  In d i a  im p o r t s  2 0 %  of it s  to t a l  co n s u m p t i o n . o i l 

a n d  g a s  co n s t i t u t e  a r o u n d  4 5 %  of t h e  to t a l  e n e r g y  co n s u m p t i o n  of In d i a . 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Im a g e  so u r c e : w w w . i b e f . o r g 
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8 .    Ch e m i c a l    In d u s t r y :  Ch e m i c a l    in d u s t r y    is   t h e    on e    of   t h e    ol d e s t 

in d u s t r y    of   In d i a .    It   in cl u d e s    p e t r o c h e m i c a l ,    fe r t i l i z e r s ,    p a i n t s    a n d 

va r n i s h e s ,   g a s e s ,   so a p ,   p e r f u m e s ,   toil e t r i e s   a n d   p h a r m a c e u t i c a l s .    Thi s 

in d u s t r y   cov e r s   m o r e   t h a n   7 0 , 0 0 0   co m m e r c i a l   p r o d u c t s .   It  co n t r i b u t e s 

a r o u n d   3 %   of  In d i a n   GDP.  Th e   c h e m i c a l   a n d   p e t r o c h e m i c a l s   s e c t o r   in 

In d i a  co n s t i t u t e s  1 4 %  of t h e  do m e s t i c  in d u s t r i a l  a c t i vi t y . 
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Im a g e  so u r c e : m o n e y . l i v e m i n t . c o m 

9 .   Au t o m o b i l e   In d u s t r y :  a u t o m o b i l e   in d u s t r y   w a s   d e li c e n s e d   in  1 9 9 1 

af t e r  t h e  im p l e m e n t a t i o n  of n e w  e c o n o m i c  poli c y .  Ho w e v e r  t h e  p a s s e n g e r 

c a r   w a s   d el i c e n s e d   in  1 9 9 3 .   At  p r e s e n t  1 0 0 %   FDI  is  p e r m i t t e d   in  t hi s 

se c t o r  u n d e r  t h e  a u t o m a t i c  ro u t e .  Thi s  in d u s t r y  giv e n  e m p l o y m e n t   to  1 3 

milli o n  p e o p l e s  ro u g h l y  a n d  giv e s  6%  to t h e  GDP of In d i a . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Im a g e  so u r c e : w w w . n e w i n d i a n e x p r e s s . c o m 

 

1 0 .    Le a t h e r    In d u s t r y :  Le a t h e r    a n d   its   p r o d u c t s    a r e    to p   1 0   ex p o r t 

e a r n e r s  for  t h e  co u n t r y .  It  is on e  of t h e  t r a d i t i o n a l  p r o d u c t s  of In d i a .  Th e 

s m a l l  sc a l e ,  co t t a g e  a n d  a r t i s a n  se c t o r  a c c o u n t s  fo r  m o r e  t h a n  7 5 %  of t h e 

le a t h e r   p r o d u c t i o n  in  In d i a .   Thi s  s e c t o r  p r o v i d e d  e m p l o y m e n t   to  a r o u n d 

3 millio n  p e o p l e s  ou t  of w hi c h  3 0 %  a r e  wo m e n . 
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Im a g e  so u r c e : w w w . t h e d a i l y s t a r . n e t 
 

1 1 . S u g a r   In d u s t r y :  It  is  ve r y  c r u c i a l   a g r i c u l t u r e   b a s e d   in d u s t r y .   Thi s 

in d u s t r y  is t h e  s e c o n d  la r g e s t  in d u s t r y  af t e r  t h e  t e x t i l e  & co t t o n  b a s e d  on 

t h e  a g r i c u l t u r e .   As  on  2 0 1 4 ,  t h e r e   w e r e  6 8 0  in s t a l l e d   s u g a r   fa c t o r i e s   in 

t h e  co u n t r y   a s  a g a i n s t   1 3 8  in  1 9 5 1 - 5 2 .  In d i a  is  t h e  la r g e s t   co n s u m e r   of 

su g a r   a n d  s e c o n d   la r g e s t   p r o d u c e r   of  su g a r   wi t h  a  s h a r e   of  1 5 %  of  t h e 

wo r l d   co u n t . T o t a l   p r o d u c t i o n   of  s u g a r   w a s  a r o u n d   2 8  milli o n  to n n e s   in 

2 0 1 5 - 1 6  in t h e  co u n t r y . 
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R o l e  o f D i f f e r e n t  I n d u s t r i e s  i n t h e  I n d i a n  E c o n o m y 
 
 
 
 

An  e c o n o m y   is  m a d e   fro m  t h e  co m p o s i t i o n   of  m a n y  diff e r e n t   in d u s t r i e s 

lik e     a g r i c u l t u r e ,      s e r v i c e ,     e n g i n e e r i n g ,     m a n u f a c t u r i n g      e t c .     Th e s e 

in d u s t r i e s   p r o v i d e   so   m a n y   b e n e f i t s   to   t h e   e c o n o m y   i.e .   e m p l o y m e n t 

g e n e r a t i o n ,   p r o d u c t i o n   of  go o d s  a n d  s e r v i c e s ,  e q u a l  inc o m e   dis t r i b u t i o n 

in  t h e  w h o l e  e c o n o m y .  S e r v i c e  s e c t o r  co n t r i b u t e s  6 0 %  of t h e  In d i a n  GDP 

wh il e  a g r i c u l t u r e  giv e s  a r o u n d  1 4 %  of GDP . 

S o m e   i m p o r t a n t   s e c t o r s   of  t h e  In d i a n  e c o n o m i e s   i s  g i v e n  b e l o w : 
 

1 .   Co t t o n   a n d   T e x t i l e   In d u s t r y :  In d i a n   co t t o n   in d u s t r y   is  t h e   b r o a d 

b a s e d      in d u s t r y      wh i c h      a c c o u n t s      fo r     a b o u t      1 2 %      of     in d u s t r i a l 

p r o d u c t i o n ,  4%   of  GDP,   a n d   e m p l o y m e n t   to  3 5   millio n s   of  skill e d   a n d 
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se m i  skill e d  wo r k e r s  a n d  1 2 %  of  to t a l  ex p o r t  e a r n i n g s .  Th e  fir s t  m o d e r n 

co t t o n  mill w a s  e s t a b l i s h e d  a t  Kolk a t a  in 1 8 1 8 . 

Tex t il e  in d u s t r y   is  la b o u r   int e n s i v e   in d u s t r y .   It  p r o v i d e s   e m p l o y m e n t to 
 

4 5 milli o n p e o p l e s . It h a s m a j o r p r e s e n c e in u n o r g a n i z e d s e c t o r in 
 

In d i a .  In d i a  p r o d u c e d  4 8 1 9 4  milli o n  kg s  of clo t h  ev e r y  ye a r  in 2 0 1 4 - 1 5 . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Im a g e  so u r c e : w w w . c o m m o d i t i e s c o n t r o l . c o m 
 

2 .  Ir o n   a n d   S t e e l   In d u s t r y :    Thi s  in d u s t r y   to o k  bi r t h   in  In d i a  in  1 8 7 0 

wh e n    Be n g a l    iro n    Wo r k s    Co m p a n y    e s t a b l i s h e d     it s    pl a n t    in    We s t 

Be n g a l .  In    1 9 7 4 ,    Th e    St e e l    Aut h o r i t y    of   In d i a    Limi t e d    (SAIL)   w a s 

e s t a b l i s h e d  a n d    m a d e    r e s p o n s i b l e    fo r   t h e    d e v e l o p m e n t    of   t h e    st e e l 

in d u s t r y    in    t h e    co u n t r y .    In d i a n    r a n k e d    a t    t h e    4 th  po s i t i o n    in    t h e 

p r o d u c t i o n   of  c r u d e   st e e l  (8 5  milli o n  to n n e s )   in  t h e  wo r l d   d u r i n g   2 0 1 4 

af t e r  Chi n a ,  Ja p a n  a n d  USA. 
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3 .    F e r t i l i z e r     In d u s t r y :  In d i a    to d a y    is    t h e    3 r d   la r g e s t    p r o d u c e r     of 

ni t r o g e n o u s   fe r t i li z e r s   in  t h e  wo r l d  only  b e h i n d   c hi n a  a n d  USA.  In d i a  is 

m e e t i n g  8 0 %  of  it s  u r e a  r e q u i r e m e n t   t h r o u g h   in di g e n o u s  p r o d u c t i o n  b u t 

is  la r g e l y  im p o r t  d e p e n d e n t   fo r  m e e t i n g  t h e  p h o s p h o r o u s   a n d  po t a s s i u m 

r e q u i r e m e n t .  Tot a l  do m e s t i c  p r o d u c t i o n  is giv e n  in t h e  pi c t u r e  b e l o w : - 
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Im a g e  so u r c e : w w w . k r i s h i j a g r a n . c o m 
 
 
W e l f a r e  Pr o g r a m m e s   by  t h e  Go v e r n m e n t   o f  In d i a 

 

4 .  Ce m e n t   I n d u s t r y :  Th e  p r o d u c t i o n   of  ce m e n t   w a s  st a r t e d   in  1 9 0 4  a t 

t h e  m a d r a s   b u t  t h e  fo u n d a t i o n  of st a b l e  In d i a n  c e m e n t  in d u s t r y  w a s  lai d 

in   1 9 1 4   w h e n   In d i a n   Ce m e n t   Co m p a n y   li mi t e d   st a r t e d    p r o d u c t i o n   in 

Guj a r a t .   As  on  M a r c h   2 0 1 5   t h e r e   a r e  1 8 5  bi g  ce m e n t   pl a n t   of  in s t a l l e d 

c a p a c i t y   of  3 2 5   milli o n  to n e s   a r e   op e r a t i n g   in  t h e   co u n t r y .   In  t h e   ye a r 

2 0 1 5 - 1 6 ,  In d i a  p r o d u c e d  2 8 9  millio n  to n e s  c e m e n t  in t h e  co u n t r y . 
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Im a g e  so u r c e : w w w . b u s i n e s s - st a n d a r d . c o m 
 

5 .  Co a l  In d u s t r y :  Cr e d i t  to  inv e n t  co a l  in  In d i a  is  giv e n  to  t w o  E n g l i s h 

m e n  ‘Sa m b h a r   a n d  H a t l e y ’.  Th e y  st a r t e d   mi n i n g  co a l  in  Ra n i g a n j  dis t r i c t 

of   w e s t    Be n g a l    in   1 8 1 4 .    Co a l    a c c o u n t s    for    6 7 %    of   t h e    co u n t r y ’ s 

co m m e r c i a l  r e q u i r e m e n t s .  As on  2 0 1 4 - 1 5  In d i a n  co a l  p r o d u c t i o n  w a s  4 8 6 

milli o n    to n e s    a n d    im p o r t    w a s    1 3 8    milli o n    to n e s .  In d i a    m a k e s    5 8 % 

el e c t r i c i t y  fro m  co a l . 
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6 .     G e m s     a n d     Je w e l l e r y     In d u s t r y :    Ge m s     a n d     Je w e l l e r y     se c t o r 

co n t r i b u t i n g   a b o u t   1 2 %  of  In d i a’ s  to t a l  m e r c h a n d i s e   ex p o r t s   m a d e   it  a s 

t h e  la r g e s t  cu t t i n g  a n d  poli s h i n g  c e n t r e  of di a m o n d s  in t h e  wo r l d .  In d i a’ s 

sh a r e   in  t hi s  m a r k e t   is  a b o u t  8 0 %  of  t h e  wo r l d  m a r k e t .  In d i a n  ex p o r t  of 
 

Ge m s  a n d  Je w e l l e r y  w a s  a r o u n d  $ 3 1  billio n  in 2 0 1 5 - 1 6 . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

7 . P e t r o l e u m In d u s t r y :  Acc o r d i n g  to In d i a 2 0 1 5 : t h e r e  a r e 2 2 

r e fi n e r i e s , 1 7   in  t h e p u b l i c se c t o r , 3  in  p r iv a t e  s e c t o r a n d 2  in  joi n t 
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ve n t u r e .  All t h e s e  r e fi n e r i e s  h a v e  r e fi n i n g  c a p a c i t y  of  2 2 0  millio n  to n n e s 

p e r  a n n u m .  As we  no w  t h a t  In d i a  im p o r t s  2 0 %  of it s  to t a l  co n s u m p t i o n . o i l 

a n d  g a s  co n s t i t u t e  a r o u n d  4 5 %  of t h e  to t a l  e n e r g y  co n s u m p t i o n  of In d i a . 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

8 . Ch e m i c a l  In d u s t r y :  Ch e m i c a l in d u s t r y is t h e on e of  t h e ol d e s t 

in d u s t r y of In d i a . It in cl u d e s p e t r o c h e m i c a l ,  fe r t i l i z e r s , p a i n t s a n d 
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va r n i s h e s ,   g a s e s ,   so a p ,   p e r f u m e s ,   toil e t r i e s   a n d   p h a r m a c e u t i c a l s .    Thi s 

in d u s t r y   cov e r s   m o r e   t h a n   7 0 , 0 0 0   co m m e r c i a l   p r o d u c t s .   It  co n t r i b u t e s 

a r o u n d   3 %   of  In d i a n   GDP.  Th e   c h e m i c a l   a n d   p e t r o c h e m i c a l s   s e c t o r   in 

In d i a  co n s t i t u t e s  1 4 %  of t h e  do m e s t i c  in d u s t r i a l  a c t i vi t y . 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

9 .   Au t o m o b i l e In d u s t r y :  a u t o m o b i l e in d u s t r y w a s   d e li c e n s e d in  1 9 9 1 

af t e r  t h e  im p l e m e n t a t i o n  of n e w  e c o n o m i c  poli c y .  Ho w e v e r  t h e  p a s s e n g e r 
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c a r   w a s   d el i c e n s e d in  1 9 9 3 . At  p r e s e n t  1 0 0 % FDI  is  p e r m i t t e d in  t hi s 

se c t o r  u n d e r  t h e  a u t o m a t i c  ro u t e .  Thi s  in d u s t r y  giv e n  e m p l o y m e n t   to  1 3 
 

milli o n  p e o p l e s  ro u g h l y  a n d  giv e s  6%  to t h e  GDP of In d i a . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Im a g e  so u r c e : w w w . n e w i n d i a n e x p r e s s . c o m 

 

1 0 .    Le a t h e r    In d u s t r y :  Le a t h e r    a n d   its   p r o d u c t s    a r e    to p   1 0   ex p o r t 

e a r n e r s  for  t h e  co u n t r y .  It  is on e  of t h e  t r a d i t i o n a l  p r o d u c t s  of In d i a .  Th e 

s m a l l  sc a l e ,  co t t a g e  a n d  a r t i s a n  se c t o r  a c c o u n t s  fo r  m o r e  t h a n  7 5 %  of t h e 

le a t h e r   p r o d u c t i o n  in  In d i a .   Thi s  s e c t o r  p r o v i d e d  e m p l o y m e n t   to  a r o u n d 

3 millio n  p e o p l e s  ou t  of w hi c h  3 0 %  a r e  wo m e n . 
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Im a g e  so u r c e : w w w . t h e d a i l y s t a r . n e t 
 

1 1 . S u g a r   In d u s t r y :  It  is  ve r y  c r u c i a l   a g r i c u l t u r e   b a s e d   in d u s t r y .   Thi s 

in d u s t r y  is t h e  s e c o n d  la r g e s t  in d u s t r y  af t e r  t h e  t e x t i l e  & co t t o n  b a s e d  on 

t h e  a g r i c u l t u r e .   As  on  2 0 1 4 ,  t h e r e   w e r e  6 8 0  in s t a l l e d   s u g a r   fa c t o r i e s   in 

t h e  co u n t r y   a s  a g a i n s t   1 3 8  in  1 9 5 1 - 5 2 .  In d i a  is  t h e  la r g e s t   co n s u m e r   of 

su g a r   a n d  s e c o n d   la r g e s t   p r o d u c e r   of  su g a r   wi t h  a  s h a r e   of  1 5 %  of  t h e 

wo r l d   co u n t . T o t a l   p r o d u c t i o n   of  s u g a r   w a s  a r o u n d   2 8  milli o n  to n n e s   in 

2 0 1 5 - 1 6  in t h e  co u n t r y . 
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Th e  i n d u s t r i a l  g r o w t h  p a t t e r n  i n  In d i a  c a n  b e  di v i d e d  i n t o 

fo u r  p h a s e s   a s  e x p l a i n e d   b e l o w : 

  1 .  Fir s t  P h a s e   ( 1 9 5 1 - 6 5 ) :  S t r o n g   In d u s t r i a l  B a s e : 
 

  Th e  fir s t  p h a s e  of  in d u s t r i a l  g r o w t h  co n s i s t s  of  t h e  fir s t  t h r e e  pl a n 

p e r i o d s   wh i c h   h a d   b u il d  a  s t r o n g   in d u s t r i a l   b a s e   in  In d i a .  Du r i n g 

t hi s   p h a s e ,   h u g e   inv e s t m e n t s   w e r e   m a d e   in  m a j o r   in d u s t r i e s   lik e 

iro n  a n d  st e e l ,  h e a v y  e n g i n e e r i n g   a n d  m a c h i n e  b ui l d i n g  in d u s t r i e s . 

Th e  a n n u a l  co m p o u n d   g r o w t h   r a t e  of  in d u s t r i a l  p r o d u c t i o n   d u r i n g 

t h e fir s t t h r e e pl a n p e r i o d s m o v e d b e t w e e n 5. 7   p e r c e n t to   9. 0 

p e r c e n t . 

 
  Th e   c a p i t a l   go o d s   in d u s t r i e s    h a d   r e g i s t e r e d    it s   a n n u a l   av e r a g e 

co m p o u n d    g r o w t h    r a t e   b e t w e e n    9. 8   p e r   c e n t   to   1 9 . 6   p e r   c e n t 

d u r i n g    t hi s   p e r i o d .    Ag ai n   t h e    a n n u a l    r a t e    of   g r o w t h    of   b a s i c 

in d u s t r i e s   m o v e d   b e t w e e n   4. 7  p e r   c e n t   to  1 2 . 1  p e r   c e n t   ov e r   t h e 

 
Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE, Page 41 



KARPAGAM ACADEMY OF HIGHER EDUCATION 
 

Cl a s s :  III B . C O M Co u r s e  N a m e :  In d i a n 
 

Ec o n o m y 
 

 

Co u r s e  Co d e : 1 7 C M U 6 0 4 A U N I T  – IV S e m e s t e r :  VI Ye a r : 
2 0 1 7 - 2020  B a t c h 

sa m e  p e r i o d .  Th u s ,  a st r o n g  in d u s t r i a l  b a s e  w a s  lai d  d u r i n g  t h e  fir s t 

p h a s e  cov e r i n g  t h e  fir s t  t h r e e  pl a n  p e r i o d s . 

 
  2 .  S e c o n d   P h a s e   ( 1 9 6 5 - 8 0 ) :  D e c e l e r a t i o n   a n d  R e t r o g r e s s i o n : 

 

  Th e  se c o n d   p h a s e   of  in d u s t r i a l   g r o w t h   cov e r s   t h e  p e r i o d   of  t h r e e 

Ad- ho c   An n u a l   Pl a n s ,    Fo u r t h    Pl a n   a n d    Fif t h   Pl a n .   Th e   a n n u a l 

co m p o u n d   g r o w t h   r a t e   in  in d u s t r i a l   p r o d u c t i o n   d e c l i n e d   fro m   9. 0 

p e r   c e n t   d u r i n g   t h e   Thi r d   Pl a n   to  only  4, 1  p e r   ce n t   cov e r i n g   t h e 

p e r i o d   of  1 9 6 5   to  1 9 7 6 .   In  1 9 7 6 - 7 7 ,  t h e  a n n u a l   r a t e   of  g r o w t h   of 

in d u s t r i a l  ou t p u t   w a s  6. 1  p e r  c e n t .  In  1 9 7 9 - 8 0 ,  a  n e g a t i v e   a n n u a l 

g r o w t h    r a t e    of   (—)   1. 6   p e r    c e n t    w a s    r e c o r d e d    in   r e s p e c t    of 

in d u s t r i a l  ou t p u t s  a s  t h e  in d e x  of in d u s t r i a l  p r o d u c t i o n  in  t hi s  ye a r 

(B a s e  1 9 7 0  =  1 0 0 )  h a s  d e c l i n e d   to  1 4 8 . 2  a s  co m p a r e d   to  1 5 0 . 7  in 

1 9 7 8 - 7 9 . 
 
 

  Th e   in d u s t r i a l   s e c t o r   fa c e d   a  st r u c t u r a l   r e t r o g r e s s i o n   d u r i n g   t h e 

se c o n d   p h a s e .   Th e   c a p i t a l   go o d s   in d u s t r i e s   r e g i s t e r e d   it s  a n n u a l 

av e r a g e   g r o w t h   r a t e  of  only  2. 6  p e r  c e n t  d u r i n g   t h e  s e c o n d   p h a s e 

Fift h  Pl a n  r e c o r d e d   t h e  a n n u a l   g r o w t h   r a t e   of  5. 7  p e r  c e n t  wh i c h 

w a s   fa r  b e l o w   a s  co m p a r e d   to  t h a t   of  fir s t   t h r e e   five  ye a r   pl a n s . 

Fo r ,   b a s i c   in d u s t r i e s ,   t h e   a n n u a l   g r o w t h   r a t e   d u r i n g   t h e   s e c o n d 

p h a s e  w a s  fa r  b el o w  a s  co m p a r e d   to  t h a t  of Thi r d  Pl a n .  Th u s  b a s i c 

in d u s t r i e s  w e r e  e n g a g e d  in t h e  p r o d u c t i o n  of fe r r o u s  m e t a l  g r o u p s , 

co n s t r u c t i o n  m a t e r i a l s ,  m e c h a n i c a l  e n g i n e e r i n g  in d u s t r i e s  e t c . 
 

 
 
 

  Ca u s e s   o f  D e c e l e r a t i o n   a n d  R e t r o g r e s s i o n : 
 

  Th e    c a u s e s     of    d e c e l e r a t i o n     a n d    s t r u c t u r a l     r e t r o g r e s s i o n 

d u r i n g  t h e  s e c o n d   p h a s e   ar e ; 
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  (a)    Th e    w a r s    of    1 9 6 2 ,    1 9 6 5    a n d    1 9 7 1 .    Du r i n g    t hi s    p e r i o d 

inv e s t m e n t   w a s  m a d e  in t o  u n p r o d u c t i v e  u s e s .  S u c c e s s i v e  d r o u g h t s 

of 1 9 6 5 - 6 7  a n d  1 9 7 1 - 7 3 ,  a n d  oil c ri s i s  of 1 9 7 3  w a s  al s o  r e s p o n s i b l e 

fo r  s u p p l y  co n s t r a i n t s . 

 
  (b) Co n s i d e r a b l e  sl a c k e n i n g  of r e a l  inv e s t m e n t ; 

 
 

  (c)  Un e q u a l  di s t r i b u t i o n  of inc o m e  in  fav o u r  of t h e  ri c h  follo w e d  by 

st a g n a t i o n  in d e m a n d  fo r  co n s u m e r  go o d s ; 

 
  (d) U n s a t i s f a c t o r y  p e r f o r m a n c e  of t h e  a g r i c u l t u r a l  s e c t o r ; 

 
 

  (e)   Poli c y   co n s t r a i n t s    a n d    b u r e a u c r a t i c    ob s t a c l e s    on   in d u s t r i a l 

g r o w t h ; 

 
  (f) Co n fli c t s  in  t h e  do m i n a n t   co a l i t i o n  b e t w e e n   p r o p r i e t a r y  cl a s s e s , 

c a p i t a l i s t  cl a s s  a n d  t h e  cl a s s  r e p r e s e n t i n g  ri c h  a g r i c u l t u r a l  fa r m e r s . 

 
  3 . Th i r d P h a s e : In d u s t r i a l R e c o v e r y i n Ei g h t i e s ( 1 9 8 1 t o 

 

1 9 9 1 ) : 
 
 
 
 

  Th e  t hi r d  p h a s e   of  in d u s t r i a l  g r o w t h   cov e r s   t h e  p e r i o d   of  ei g h t i e s 

co n s i s t i n g   of  bo t h  Six t h  a n d  Se v e n t h   Pl a n .  Thi s  p e r i o d   of  ei g h t i e s 

ex p e r i e n c e d   in d u s t r i a l   r e c o v e r y .   Du r i n g   t h e   p e r i o d   1 9 8 1 - 8 5 ,   t h e 

av e r a g e     a n n u a l    r a t e    of   g r o w t h    of   in d u s t r i a l    p r o d u c t i o n    w a s 

a c c e l e r a t e d   to  7. 0  p e r  c e n t  w hi c h  fu r t h e r  in c r e a s e d   to  8. 6  p e r  c e n t 

d u r i n g    1 9 8 5 - 9 0 .   In   1 9 9 0 - 9 1   al s o ,   t h e   a n n u a l   r a t e   of   in d u s t r i a l 

g r o w t h  w a s  r e g i s t e r e d  a t  9. 0  p e r  ce n t . 

 
  Th e   g r o w t h   r a t e   for   co n s u m e r    d u r a b l e   go o d s   in c r e a s e d   to   1 6 . 9 

p e r c e n t    in   1 9 8 5 - 8 9 .   In   1 9 8 1 - 9 0 ,   t h e r e    w a s   a   s e t   b a c k   a s   t h e 
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se g m e n t  r e c o r d e d  onl y  1. 7  p e r  c e n t  g r o w t h  r a t e  a n d  t h e n  t h e  s a m e 

r a t e  a g a i n  sh o t  u p  to 1 4 . 8  p e r  c e n t  in 1 9 9 0 - 9 1 . 

 
 
 
 
 

  Th e  b a s i c  go o d s  in d u s t r i e s   m a i n t a i n e d   t h e  a n n u a l  av e r a g e   g r o w t h 

r a t e    of    8. 8    a n d    8. 9    p e r    c e n t    d u r i n g    1 9 8 0 - 8 5    a n d    1 9 8 5 - 8 9 

r e s p e c t i v e l y .   Bu t   g r a d u a l l y   d e c l i n e d   to  5. 4   p e r   c e n t   a n d   3. 8   p e r 

ce n t    in   1 9 8 9 - 9 0    a n d    1 9 9 0 - 9 1    r e s p e c t i v e l y .    Th e    c a p i t a l    go o d s 

in d u s t r i e s    r e c o r d e d    6. 3   p e r   c e n t   a n n u a l   r a t e   of   g r o w t h   d u r i n g 

1 9 8 0 - 8 5  w h i c h  ex p e r i e n c e d   inc r e a s e   in  it s  g r o w t h  r a t e  of  1 3 . 0  p e r 

ce n t  in 1 9 8 5 - 8 9  a n d  t h e n  si g n i fi c a n t l y  2 4 . 0  p e r c e n t  in 1 9 8 9 - 9 0 .  Th e 

g r o w t h  r a t e  of c a p i t a l  go o d s  w a s  1 7 . 4  p e r  c e n t  in 1 9 9 0 - 9 1 . 

 
  Th u s  d u r i n g  t hi s  t hi r d  p h a s e ,  t h e r e  is a  cl e a r  s hif t  in  t h e  p a t t e r n  of 

in d u s t r i a l i s a t i o n   in  t h e  co u n t r y .  Loo k i n g  a t  t h e  g r o w t h   of  diff e r e n t 

p r o d u c t       g r o u p       in      t h e      m a n u f a c t u r i n g       s e c t o r ,      c h e m i c a l s , 

p e t r o c h e m i c a l s    a n d   alli e d   in d u s t r i e s    r e c o r d e d    a   fa s t e r    r a t e    a s 

co m p a r e d     to    ot h e r s .     Du r i n g     t hi s    p e r i o d ,     t h e    p r o d u c t i o n     of 

ch e m i c a l s  a n d  c h e m i c a l  p r o d u c t  in d u s t r i e s ,  ex p a n d e d   a t  a n  a n n u a l 

av e r a g e  r a t e  of 1 1 . 1 9  p e r  ce n t  a s  co m p a r e d  to  t h a t  of only  5. 4 7  p e r 

ce n t  in m a c h i n e  b uil d i n g  s e c t o r . 

 
  Mo r e o v e r ,  d u r i n g  t hi s  p e r i o d ,  iro n  a n d  st e e l ,  b a s i c  m e t a l  a n d  allo y s 

a n d  m e t a l  p r o d u c t s   r e c o r d e d   only  5. 1 5  p e r c e n t   4. 9 4  p e r  c e n t  a n d 

3. 9 5  p e r   c e n t .  It  s h o w s   a  cl e a r   s hif t  in  t h e  g r o w t h   p a t t e r n   of  t h e 

in d u s t r i a l  s e c t o r  d u r i n g  ei g h t i e s  (Thi r d  Ph a s e )  a s  co m p a r e d   to  t w o 

e a r l i e r  p h a s e s . 

 
  Ca u s e s   o f  In d u s t r i a l  R e c o v e r y : 
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  Th e   m a i n   fa c t o r s   w h i c h   w e r e   r e s p o n s i b l e   fo r   t h e   i n d u s t r i a l 

r e c o v e r y  d u r i n g  e i g h t i e s   ar e  d e s c r i b e d   a s  u n d e r : 

  (a) In t r o d u c t i o n  of n e w  in d u s t r i a l  poli c y  a n d  lib e r a l  fisc a l  p e r i o d . 
 
 

  (b) Hi g h e r  co n t r i b u t i o n  of a g r i c u l t u r a l  s e c t o r  in so m e  of t h e  r e g i o n s 

in  t h e   co u n t r y   wh i c h   h e l p e d   in  r a i s i n g   t h e   d e m a n d   for  in d u s t r i a l 

in p u t s  us e d  fo r  a g r i c u l t u r a l  p r o d u c t i o n . 

 
  (c)   Re viv a l   of   inv e s t m e n t    in   t h e   infr a s t r u c t u r e    se c t o r s    a n d   its 

eff e c t s  in r ai s i n g  t h e  d e g r e e  of effi c i e n c y  of t h e  in d u s t r i a l  s e c t o r . 

 
  4 . F o u r t h P h a s e : In d u s t r i a l R e t r o g r e s s i o n f o l l o w e d   by a n 

 

U p t u r n  a n d  D o w n t u r n   N i n e t i e s   ( 1 9 9 1 - 9 2  t o  1 9 9 7 - 9 8 ) : 
 

  Th e   fou r t h   p h a s e   of   in d u s t r i a l   g r o w t h   cov e r s   t h e   e a r l y   p a r t   of 

ni n e t i e s ,     i.e. ,    fro m     1 9 9 1 - 9 2    to    1 9 9 7 - 9 8 .    Thi s    sh o r t     p e r i o d 

ex p e r i e n c e d     a    s h a r p     in d u s t r i a l    r e t r o g r e s s i o n     follo w e d    by    a n 

im m e d i a t e  u p t u r n  in t h e  in d u s t r i a l  g r o w t h  of t h e  co u n t r y . 

 
  Du r i n g   1 9 9 1 - 9 2 ,  t h e   co u n t r y   h a d   a  bi t t e r   ex p e r i e n c e   of  n e g a t i v e 

g r o w t h   r a t e   of  (—)  0. 1 0   p e r   c e n t   a s  co m p a r e d   to  t h a t   of  8. 5  p e r 

ce n t   in   1 9 9 0 - 9 1 .   Thi s   is   t h e   cl e a r   evi d e n c e    of   s h a r p   in d u s t r i a l 

r e t r o g r e s s i o n  in t h e  co u n t r y . 

 
  Bu t   af t e r   t h a t   in  1 9 9 5 - 9 6   t h e   co u n t r y   ex p e r i e n c e d   a n   in d u s t r i a l 

u p t u r n   t r e n d   a s  a n n u a l  g r o w t h   r a t e  d u r i n g   t hi s  ye a r  st o o d  a t  1 1 , 7 

p e r  c e n t ,  Du r i n g  t h e  ye a r  1 9 9 6 - 9 7  in d u s t r i a l  ou t p u t   h a s  inc r e a s e d 

by 7. 1  p e r  c e n t  a n d  fu r t h e r  8. 6  p e r  c e n t  in 1 9 9 7 - 9 8 . 

 
 
 
 
 

  Th e   in d u s t r i a l   g r o w t h   r a t e s   by  u s e - b a s e d   in d u s t r i a l   cl a s s i f i c a t i o n 

a g a i n  sh o w e d   do w n w a r d   t r e n d   fro m  April  to  F e b .  1 9 9 7  to  7. 2  a n d 
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1 0 . 2  p e r  c e n t  in  April  to  F e b .  1 9 9 8 .  Th e  g r o w t h   r a t e   of  co n s u m e r 

no n-  d u r a b l e s   d e c r e a s e d   to  4. 2  p e r   ce n t   a n d   2. 4  p e r   ce n t   d u r i n g 

Ap ril- F e b .   1 9 9 6 - 9 7  a n d   1 9 9 7 - 9 8  r e s p e c t i v e l y .   Th e   g r o w t h   r a t e   of 

c a p i t a l  go o d s   in d u s t r y   d e c l i n e d   to  7. 2  p e r  ce n t   in  1 9 9 6 - 9 7  a n d  to 

1. 8   p e r   c e n t   in   1 9 9 7 - 9 8 .   Du r i n g   t h e   s a m e   p e r i o d ,   t h e   g e n e r a l 

g r o w t h   r a t e  of  in d u s t r i a l  p r o d u c t i o n   d e c l i n e d   fro m  7. 7  p e r  c e n t  in 

1 9 9 6 - 9 7  to only  4. 7  p e r  c e n t  in 1 9 9 7 - 9 8 . 
 
 

  Ca u s e s   o f  In d u s t r i a l  S l o w  d o w n : 
 

  Th e    fa c t o r s    r e s p o n s i b l e     f o r    i n d u s t r i a l    s l o w    d o w n    i n    t h e 

fo u r t h  p h a s e   ar e  s u m m a r i z e d   a s  b e l o w : 

  (a)  De cl i n e  in  t h e  g r o w t h  of ex p o r t  to  4. 6  p e r  ce n t  in  t h e  fir s t  ei g h t 

m o n t h s  b e t w e e n  Ap ril a n d  No v e m b e r  1 9 9 7 . 

 
  (b)  Th e  im p a c t  of t h e  ti g h t  m o n e y  poli c y  follo w e d  in  1 9 9 5 - 9 6  w h e n 

t h e  m o n e t a r y  ex p a n s i o n  w a s  a b o u t  1 3 . 7  p e r  c e n t ; 

 
  (c)   Si g n i fi c a n t   b ui l d   u p   in d u s t r i a l   c a p a c i t y   in   t h e   fir s t   p h a s e   of 

lib e r a l i z a t i o n ; 

 
  (d) In so m e  c a s e s  t h e  r a t e  of d e m a n d  g r o w t h  w a s  ov e r e s t i m a t e d . 

 
 

  Si g n s   of  S u s t a i n e d   In d u s t r i a l  R e c o v e r y  i n  1 9 9 9 - 2 0 0 0 : 
 

  Th e  a c c e l e r a t i o n  of g r o w t h  r a t e s  in  va r i o u s  s e c t o r s  of t h e  e c o n o m y 

u n d e r l i n e  t h e  si g n i fi c a n c e  of in d u s t r i a l  r e c o v e r y  in t h e  c u r r e n t  ye a r 

a n d  cy cli c a l  do w n t u r n . 

 
  H o w e v e r ,    f o l l o w i n g    ar e    s o m e    o f    t h e    m a j o r    i n d i c a t o r s    o f 

i n d u s t r i a l  r e c o v e r y  i n  r e c e n t  y e a r s : 
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  (a) Ov e r a l l  in d u s t r i a l  ou t p u t  of t h e  co u n t r y  i.e .  6. 2  p e r  c e n t  in April- 

De c e m b e r   1 9 9 9  a s  co m p a r e d   to  t h a t  of  only  3. 7  p e r  c e n t  in  April- 

De c e m b e r  1 9 9 8 . 

 
  (b)  Th e  po si t i o n  of  el e c t r i c i t y  g e n e r a t i o n   r e m a i n e d   m u c h   b e t t e r   in 

 

1 9 9 9 - 2 0 0 0 . 
 
 

  (c)  M a n u f a c t u r i n g   s e g m e n t   of  in d u s t r i a l   s e c t o r   h a s   g r o w n   by  6. 7 

p e r  c e n t  in Ap ril to De c e m b e r  1 9 9 8 . 

 
  (d)  As p e r  u s e  b a s e d  cl a s s i f i c a t i o n ,  b a s i c  go o d s ,  in t e r m e d i a t e  go o d s 

a n d  co n s u m e r  go o d s ,  a r e  h a vi n g  hi g h e r  g r o w t h  in 1 9 9 9 -  2 0 0 0 . 

 
  (e) No n - m e t a l l i c  mi n e r a l  p r o d u c t s ,  m a c h i n e r y  a n d  e q u i p m e n t ,  wo o l , 

le a t h e r ,    p a p e r    a n d   b a s i c   c h e m i c a l s   a r e   so m e   of   t h e   in d u s t r i e s 

g r o w i n g  a t  m o r e  t h a n  1 0  p e r c e n t  d u r i n g  1 9 9 9 - 2 0 0 0 . 

 
  (f)   In d u s t r i e s    lik e   el e c t r i c i t y ,   c r u d e    oil,   co a l ,   st e e l   a n d   c e m e n t 

h a v i n g  a w e i g h t  of 2 6 . 7  p e r  c e n t  in ov e r a l l  IIP,  g r e w  a t  8. 2  p e r  c e n t 

in April- De c e m b e r  1 9 9 9 . 

 
 
 
 
 

  (g)    Be t t e r    co r p o r a t e    p e r f o r m a n c e     in    1 9 9 9 - 2 0 0 0    co m p a r e d     to 

p r e v i o u s  ye a r . 

 
  In d u s t r i a l  S l o w d o w n   s i n c e   2 0 0 1 : 

 

  In   r e c e n t   ye a r s ,   t h e   co u n t r y   is  ex p e r i e n c i n g   a   se r i o u s   p h a s e   of 

in d u s t r i a l   slo w d o w n   d u r i n g   2 0 0 0 - 0 1  a n d   in  2 0 0 1 -  0 2 .  Th e  ov e r a l l 

in d u s t r i a l  g r o w t h   d u r i n g  April-  De c e m b e r   2 0 0 1 - 0 2  a t  2. 3  p e r  c e n t , 

is  s u b s t a n t i a l l y   low e r   t h a n   t h e   5. 8   p e r   c e n t   a c h i e v e d   d u r i n g   t h e 

co r r e s p o n d i n g   p e r i o d   of  2 0 0 0 -  0 1 .  In  fa c t ,  t h e  g r o w t h   r a t e   of  t h e 
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in d u s t r i a l    s e c t o r    d u r i n g    t h e    fir s t    ni n e    m o n t h s    of   2 0 0 1 - 0 2    is 

co n s i d e r e d  a s  t h e  low e s t  d u r i n g  t h e  la s t  t e n  ye a r s . 

 
  In d u s t r i a l   slo w d o w n   w a s   r e c o r d e d    in   all   b r o a d   s e c t o r s   s u c h   a s 

m a n u f a c t u r i n g ,  el e c t r i c i t y  a n d  mi n i n g  a n  all  e n d  u s e  b a s e d  g r o u p s 

su c h   a s  c a p i t a l   go o d s ,   int e r m e d i a t e   go o d s ,   co n s u m e r   go o d s   bo t h 

d u r a b l e s   a n d  no n - d u r a b l e s .  Ho w e v e r ,  t h e  r e a s o n s   for  slo w d o w n   in 

in d u s t r i a l    g r o w t h    d u r i n g    t hi s    p e r i o d    is   d u e    to    a   n u m b e r    of 

st r u c t u r a l  a n d  cyc li c a l  fa c t o r s . 

 
Pu b l i c  Se c t o r  AND its  p e r f o r m a n c e  af t e r  r e f o r m s : 

 
 

  Th e     p o o r     p e r f o r m a n c e     of    t h e     p u b l i c     s e c t o r     e s p e c i a l l y     i n 

e d u c a t i o n ,   h e a l t h   a n d   o t h e r   s o c i a l  s e r v i c e s   h a s  b e e n   t h e  s u b j e c t 

of a lo t  of d e b a t e s  in t h e  la s t  fe w  d e c a d e s .  T h e  d o m i n a n t  n a r r a t i v e 

h a s    a t t r i b u t e d    i m p l e m e n t a t i o n    fa il u r e s    t o   c o r r u p t i o n ,    la c k    of 

a c c o u n t a b i l i t y ,     p o o r      i n c e n t i v e      m e c h a n i s m s      a n d      ov e r - si z e d 

g o v e r n m e n t   – a s p e c t s  of in e f f i c i e n c y  a n d  r e n t - s e e k i n g  a s s u m e d   t o 

b e  in h e r e n t   in  s t a t e   sy s t e m s .   S o l u t i o n s   p u t  fo r t h   t h e r e f o r e   fo c u s 

o n        ci r c u m v e n t i n g        t h e        sy s t e m ,        t h r o u g h        t e c h n o l o g i c a l 

in t e r v e n t i o n s ,   o r   n o n - s t a t e   p a r t i c i p a t i o n   t h a t   is  ai m e d   a t   ei t h e r 

r e p l a c i n g   t h e  g o v e r n m e n t   sy s t e m   c o m p l e t e l y  o r  p a r t i a l l y  t h r o u g h 

p u b l i c - p r i v a t e   p a r t n e r s h i p s .   W h i l e   it  c a n n o t   b e   d e n i e d   t h a t   t h e 

sy s t e m  is fa r  fr o m  p e r f e c t ,  t h e  s u g g e s t e d   s o l u t i o n s  d o  n o t  a d d r e s s 

t h e  c o r e  in s t i t u t i o n a l   s h o r t c o m i n g s   t h a t  e x i s t .  H e n c e ,   t h e y  m i g h t 

s h o w   s o m e   p o s i t i v e   r e s u l t s   in   t h e   s h o r t - t e r m ,   b u t   a r e   n e i t h e r 

s u s t a i n a b l e  n o r  s c a l a b l e . 

  O n e   of  t h e   gl a r i n g   p r o b l e m s    aff e c t i n g   t h e   p e r f o r m a n c e    of  t h e 

p u b l i c     s e c t o r     is    t h e     a c u t e     s h o r t f a l l     i n    h u m a n     r e s o u r c e s 

t h r o u g h o u t    t h e   i m p l e m e n t a t i o n   s t r u c t u r e .   Thi s   is   r e f l e c t e d    n o t 
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ju s t   i n  t h e   a b s e n c e   of  n u m b e r s ,   b u t   a l s o   in  t h e   in a d e q u a c i e s   of 

t r a i n i n g   a n d   q u a l i f i c a t i o n   of  t h e   p e r s o n n e l   i nv o l v e d .   In  fa c t ,   fa r 

fr o m   h a v i n g   a n   ov e r - si z e d   g o v e r n m e n t ,   t h a t   h a s   p r o m p t e d   c a l l s 

fo r    “ m i n i m u m     g o v e r n m e n t ” ,    In d i a    h a s    o n e    of    t h e    s m a l l e s t 

g o v e r n m e n t s   i n  t h e  w o r l d   i n  r e l a t i o n   t o  it s  p o p u l a t i o n .    Th e  U S , 

fo r  in s t a n c e ,  n o t  c o n s i d e r e d  a p r o p o n e n t  of la r g e  g o v e r n m e n t ,  h a s 

6 6 8  g o v e r n m e n t   e m p l o y e e s  p e r  la k h  p o p u l a t i o n ,  c o m p a r e d   t o  1 3 9 

in I n d i a . 

  Th e   s h o r t a g e s   i n  t h e   c r u c i a l   a r e a s   of  e d u c a t i o n   a n d   h e a l t h   fall 

b e l o w  i n t e r n a t i o n a l l y  a c c e p t e d   n o r m s   a s  w e l l .  H e n c e ,   W H O  d a t a 

s h o w    n u r s i n g    a n d    mi d w i f e r y    p e r s o n n e l    in   In d i a    a t  2 . 0 9 4    p e r 

1 0 0 0 p o p u l a t i o n ,   c o m p a r e d   wi t h   5 . 2 2 9   i n  S o u t h   Afri c a ,   4 . 1 2 4   in 

M a l a y s i a   a n d   7 . 4 4 4   in  B r a z i l .   In   fa c t ,   t h e   s h o r t f a l l s   e x i s t   e v e n 

w h e n    m e a s u r e d    a g a i n s t    t h e    g o v e r n m e n t ’ s    o w n    b e n c h m a r k    of 

s t a f f i n g     r e q u i r e m e n t s .     R u r a l    h e a l t h     s t a t i s t i c s     fo r    2 0 1 8 ,    fo r 

in s t a n c e ,    s h o w   v a c a n c i e s    t o   t h e   t u n e   of   3 7 %   fo r   m a l e   h e a l t h 

w o r k e r s   a t   s u b - c e n t r e s   a n d   2 4 %   fo r   d o c t o r s   a t   p r i m a r y   h e a l t h 

c e n t r e s .  I n  e d u c a t i o n , 

 
 
 
 
 

  t h e   si t u a t i o n    is   n o   b e t t e r .    T h e   a n n u a l   w o r k   pl a n   a n d   b u d g e t 

d o c u m e n t s   (2 0 1 6 - 1 7 )  of  t h e  e d u c a t i o n   m i n i s t r y ,   s h o w   m o r e   t h a n 

t e n    la k h    [1 0 , 3 1 , 1 2 2 ]     t e a c h e r s ’    p o s t s    v a c a n t     i n    g o v e r n m e n t 

s c h o o l s  a c r o s s  t h e  c o u n t r y .  I n  Jh a r k h a n d ,  t h i s  a m o u n t e d   t o  3 8 . 4 % 

v a c a n c i e s ;   in  Bi h a r   3 4 . 4 % ;   in  U P  2 3 . 4 % ;   a n d   in  De l h i  2 5 % .  An d 

t h i s  is n o t  a c c o u n t i n g  fo r  t h e  t e a c h e r  r e q u i r e m e n t   fo r  t h e  m il li o n s 

of c h i l d r e n  c u r r e n t l y  o u t  of s c h o o l  [ e s t i m a t e s  r a n g e  fr o m  six  t o  4 0 

mi l li o n ] .  W h a t  is w o r s e  is t h a t  2 5 %  of t e a c h e r s  t h a t  a r e  a p p o i n t e d 

d o   n o t   p o s s e s s    t h e    r e q u i s i t e    q u a l i f i c a t i o n s    [U- DI S E   2 0 1 7 - 1 8 ] , 
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r e f l e c t i n g   a n o t h e r   di m e n s i o n   of  p o o r   c a p a c i t y ,   b e s i d e s   b e i n g   a 

viol a t i o n  of t h e  RT E  Ac t . 

  W h i l e   t h e s e fi g u r e s r e f l e c t t h e lo w e s t r u n g of  g o v e r n m e n t , t h e 

s h o r t a g e s  e x t e n d  t o  t h e  bl o c k  a n d  di s t r i c t  l e v e l s  a s  w e l l ,  a d d i n g  t o 

t h e  b u r d e n   of  in e f f i c i e n t  d e l i v e r y .  F o r  i n s t a n c e ,   a  r e c e n t   s t u d y  of 

fiv e  s t a t e s   (R a j a s t h a n ,   O d i s h a ,  Hi m a c h a l  P r a d e s h ,   Ka r n a t a k a   a n d 

D el h i ) ,  c o n d u c t e d   a t  t h e  C e n t r e   fo r  P o li c y  R e s e a r c h ,   s h o w e d   t h a t 

7 0 %  of  t h e  di s t r i c t  e d u c a t i o n  offi c e r s  a n d  4 2 %  of  bl o c k  e d u c a t i o n 

offi c e r s   h a d  ‘d u a l  c h a r g e ’ ,  i. e ,  t h e y  w e r e   in  c h a r g e   of  m o r e   t h a n 

o n e  di s t r i c t   o r  bl o c k .  Wi t h  e a c h   di s t r i c t   c a t e r i n g   t o  h u n d r e d s   of 

s c h o o l s ,   t h i s   is  n o   m e a n   t a s k .   F u r t h e r ,   o n l y   3 0 %   of  t h e   Bl o c k 

R e s o u r c e   C o o r d i n a t o r s   a n d   5 4 %   Cl u s t e r   R e s o u r c e   C o o r d i n a t o r s 

h a d   r e c e i v e d   t r a i n i n g   fo r  t h e i r   jo b s .   F o r   t h e   IC D S   p r o g r a m m e s 

t o o ,  C h i l d   D e v e l o p m e n t   P r o t e c t i o n   Offi c e r s   (CD P O s )  –  in  c h a r g e 

of  1 0 0   o r   m o r e   a n g a n w a d i   c e n t r e s   –  h a v e   t o  d o u b l e   u p   fo r   t h e 

3 9 %  v a c a n t  p o s i t i o n s  in  t h e i r  r a n k s .  Si m i l a r l y ,  in  h e a l t h ,  t h e  g a p s 

ex t e n d  b e y o n d  t h e  fr o n t l i n e  t o  s p e c i a l i s t s  in  h o s p i t a l s ,  wi t h  a  6 7 % 

s h o r t f a l l    in    p a e d i a t r i c i a n s     a n d     6 8 %    in    t o t a l    s p e c i a l i s t s     a t 

c o m m u n i t y  h e a l t h  c e n t r e s . 

  Th e  M o d i  Go v e r n m e n t  is Lo s i n g  t h e  Pl o t  o n  P u b l i c  S e c t o r  B a n k s : 
 

  Ev e n   a s  t h e s e   s h o r t f a l l s   a b o u n d ,   t h e  r a n g e   of  t a s k s   e x p e c t e d by 

t h e lo w e r b u r e a u c r a c y h a s o n l y   g r o w n , wi t h o u t c o m m e n s u r a t e 

t r a i n i n g   o r  a s s i s t a n c e   fo r  t h e  in c r e a s e d   w o r k  lo a d .  F o r  i n s t a n c e , 

in     a d d i t i o n     t o     t h e     r e g u l a r     w o r k     of    di s p e n s i n g     fi n a n c e s , 

a p p o i n t m e n t s ,     t r a n s f e r s ,     a n d     o t h e r     p r o v i s i o n i n g ,     e d u c a t i o n 

offi c i a l s  a r e  n o w  e x p e c t e d  t o  c o ll e c t  a n d  c ol l a t e  la r g e r  a m o u n t s  of 

d a t a   (h u n d r e d s   of  fo r m a t s   c o ll a t e d   a t  t h e  bl o c k  l ev e l ) ,  foll o w  u p 

o n  e v e r - in c r e a s i n g  le g a l  c a s e s  a n d  b e  a v a i l a b l e  fo r  a  m y r i a d  o t h e r 

g o v e r n m e n t    d u t i e s .   Bu t   t h e r e    a r e   n o   le g a l   a s s i s t a n t s    o r   d a t a 
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e n u m e r a t o r s   (o n l y  d a t a   e n t r y   o p e r a t o r s )   i n  t h e  sy s t e m .   It  c o m e s 

a s  n o  s u r p r i s e  t h e n  t h a t  a  r e c e n t l y  c o n c l u d e d  s t u d y  by  N I E P A  h a s 

fo u n d   t h a t   t e a c h e r s   a r e  a b l e  t o  d e v o t e  o n l y  1 9 %  of  t h e i r   ti m e   t o 

t e a c h i n g    –   t h e    r e s t    b e i n g    c o n s u m e d     b y    n o n - t e a c h i n g    t a s k s 

im p o s e d   o n  t h e m .   R e a d   al o n g   wi t h  t h e  s h o r t a g e s   i n  s t a f f i n g   it  is 

n o  w o n d e r   t h a t  le a r n i n g   le v e l s  h a v e  d e c l i n e d   i n  t h e  m a n n e r   t h e y 

h a v e . 

  U n f o r t u n a t e l y ,  m o s t  of  t h e  ‘r e f o r m s ’  t h a t  a r e  b e i n g  i n t r o d u c e d   t o 

a d d r e s s   p o o r  d e l i v e r y  of  so c i a l  s e r v i c e s  a r e  sil e n t  o n  t h e  is s u e  of 

in a d e q u a t e   h u m a n   r e s o u r c e s ,   a m o n g   o t h e r   s h o r t f a l l s  in  c a p a c i t y . 

It  d o e s  n o t  t a k e  m u c h  t o  s e e  t h a t  wi t h o u t  t r a i n e d   s t a f f  t o  ov e r s e e 

t h e   t e c h n o l o g i c a l   r e v o l u t i o n ,   di g i t a l   cl a s s r o o m s   c a n n o t   w o r k ,   in 

a d d i t i o n  t o  t h e  fa c t  t h a t  m o s t  r u r a l  s c h o o l s  h a v e  lit t l e  o r  n o  di g i t a l 

p e n e t r a t i o n .   Aft e r   all ,   s c h o o l   t u t o r i a l s   p r o v i d e d   t h r o u g h   m o b i l e 

a p p s   c a n  s e r v e   t o  p r o v i d e   a d d i t i o n a l   s u p p o r t   b u t  d o  n o t  a d d r e s s 

t h e   b a s i c   s h o r t c o m i n g s   in  t h e   cl a s s r o o m ,   m o s t   i m p o r t a n t l y   t h e 

a b s e n c e  of a t e a c h e r . 

  Si m i l a r l y ,   m o b i l e   p h o n e s    fo r   a n g a n w a d i   w o r k e r s    fo r   r e a l   ti m e 

d a t a - e n t r y   a r e   u s e f u l   o n l y  w h e n   t h e r e   a r e   e n o u g h   CD P O s   –  t h e 

bl o c k  l ev e l  offi c i a l s  t o  h a n d l e  t h e  d a t a  c ol l e c t e d .  B u t  wi t h  3 9 %  of 

s a n c t i o n e d       p o s i t i o n s       fo r      CD P O s      a n d       3 5 %      fo r      s e c t o r 

s u p e r v i s o r s  lyi n g   v a c a n t  in   2 0 1 7 ,   it   is   h a r d    t o   s e e   t e c h n o l o g y 

it s e l f  d o  t h e  jo b .  U n f o r t u n a t e l y ,  i n  a  r u s h  t o  fi n d  ‘sol u t i o n s ’  a n d  a t 

lo w  c o s t s ,  a c a d e m i c  a n d  p o l i c y  ci r c l e s  a r e  n e g l e c t i n g   t o  o p e n  t h e 

‘bl a c k - b o x’    of    i m p l e m e n t a t i o n     t o     id e n t i f y     t h e     fu n d a m e n t a l 

p r o b l e m s  –   s t r u c t u r a l    a n d    sy s t e m i c    –  t h a t    pl a g u e    t h e    sy s t e m 

wi t h o u t  w h i c h  a n y  s ol u t i o n  is u n l i k e l y  t o  h a v e  a l a s t i n g  i m p a c t . 

  W h i l e  c a p a c i t y  is s u e s  e x t e n d  t o  o t h e r  fa c e t s  of t h e  sy s t e m  a s  w e l l , 

it    is    i m p o r t a n t     t o    r e c o g n i s e     t h a t    wi t h o u t    s u f fi c i e n t    h u m a n 
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r e s o u r c e s ,   e s p e c i a l l y  a t  t h e  lo w e r   e n d s   of  t h e  d e l i v e r y   c h a i n ,  n o 

a m o u n t      of     ti n k e r i n g      wi t h      t e c h n o l o g y ,      p e r f o r m a n c e      p a y , 

s u r v e i l l a n c e    o r    p r i v a t e    s e c t o r    m a n a g e m e n t ,    c a n    a c h i e v e    t h e 

r e s u l t s  w e  s e e k  a n d  a t  t h e  s c a l e  w e  d o . 

 
S m a l l  s c a l e  i n d u s t r y  i n  In d i a n  e c o n o m y : 

 
 

Sm all    sc al e    ind u s t r i e s    ar e    imp o r t a n t    be c a u s e    it   hel p s    in   inc r e a s i n g 

em pl o y m e n t  an d  eco n o m i c  dev el o p m e n t  of Indi a .  It imp r o v e s  th e  gr o w t h  of 

th e   cou n t r y   by   inc r e a s i n g   ur b a n   an d   ru r a l   gro w t h .   Role   of  Sm a ll   an d 

me di u m    sc al e    en t e r p r i s e s    ar e    to   hel p    th e    gov e r n m e n t    in   inc r e a s i n g 

infr a s t r u c t u r e s      an d     m a n u f a c t u r i n g     ind u s t r i e s ,     re d u c i n g     iss u e s     like 

pollu ti o n ,    slu m s ,    pov e r t y ,    an d    m a n y    dev e l o p m e n t     ac t s .    Sm a ll    sc al e 

ma n u f a c t u r i n g  ind u s t r i e s  an d  cot t a g e  ind u s t r i e s  play  a  ve ry  imp o r t a n t  rol e 

in  th e  eco n o m i c  dev e l o p m e n t   of Indi a .  If any  a m o u n t  of ca pi t a l  is  inve s t e d 

in sm a ll  scal e  ind u s t r i e s  it will hel p  in re d u c i n g  un e m p l o y m e n t  in Indi a  an d 

inc r e a s i n g    self- e m pl oy m e n t .    The    ind u s t r y    is    a    se c t o r    in    whi c h    th e 

pro d u c t i o n  of goo d s  is a  se g m e n t  of th e  eco n o m y .  Let  us  lea r n  mo r e  abo u t 

th e  impo r t a n c e   of  Sm all  sc al e  ind u s t r i e s   an d  ho w  SSI  hel p s  in  dev e l o p i n g 

th e  cou n t r y . 
 

 
 
 
 
 

S m a l l  S c a l e  In d u s t r i e s   D e f i n i t i o n 
 

Pr e vi o u s l y ,   th e   defi ni ti o n   of  sm a l l   sc al e   ind u s t r i e s   de p e n d e d    upo n   th e 

bu si n e s s ’ s   ca pi t a l   a n d   la b o u r .   This   defi ni t i o n   is  still  us e d   to  de m a r c a t e 

be t w e e n  sm a l l,  m e d i u m  a n d  la r g e - sc al e  ind u s t r i e s . 

Th e  Ce n t r a l  Gove r n m e n t  ha s  th e  au t h o r i t y  to de t e r m i n e  ca pi t a l  inve s t m e n t 

re q u i r e m e n t s    for   sm a ll- sc al e   ind u s t r i e s .   The s e   re q u i r e m e n t s    ar e   list e d 

un d e r  th e  Ind u s t r i e s  (Dev el o p m e n t  a n d  Re g u l a t i o n )  Act, 19 5 1 . 
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A  sm a ll   en t e r p r i s e    in   whi c h   inv e s t m e n t    in   pla n t   &   m a c h i n e r y   ra n g e s 

be t w e e n  Rs. 25  lak h s  to Rs. 5 cro r e s  is a sm a l l- sc a l e  ind u s t r y . 

Si mil a r l y,  for  ind u s t r i e s  th a t  pr ovi d e  se r vi c e s ,  th e  inv e s t m e n t   re q u i r e m e n t 

is be t w e e n  Rs. 10  lak h s  a n d  Rs. 2 cro r e s . 

F o r e i g n   Ca p i t a l  i n  In d i a :  N e e d  a n d  F o r m s  o f  F o r e i g n   Ca p i t a l ! 
 

Ev e r y w h e r e      in     t h e      wo r l d ,      in cl u d i n g      t h e      d e v e l o p e d      co u n t r i e s , 

gov e r n m e n t s   a r e   vyi n g   wi t h   e a c h   ot h e r   to  a t t r a c t   fo r e i g n   c a p i t a l .   Th e 

b e li e f    t h a t    for e i g n    c a p i t a l    pl a y s    a   co n s t r u c t i v e    rol e    in   a   co u n t r y ’ s 

ec o n o m i c  d e v e l o p m e n t ,  it h a s  b e c o m e  ev e n  st r o n g e r  si n c e  mi d- 1 9 8 0 . 

 
Th e  ex p e r i e n c e  of So u t h  E a s t  Asi a n  Co u n t r i e s  (1 9 8 6 - 1 9 9 5 )  h a s  e s p e c i a l l y 

co n fi r m e d     t hi s    b el i e f    a n d    h a s    le d    to    a    p r o g r e s s i v e    r e d u c t i o n     in 

r e g u l a t i o n s  a n d  r e s t r a i n t s  t h a t  co u l d  h a v e  in hi b i t e d  t h e  infl o w  of fo r e i g n 

c a p i t a l . 

 
1. N e e d  fo r  Fo r e i g n  C a p i t a l : 

 

Th e  n e e d   fo r  fo r e i g n   c a p i t a l  a r i s e s   b e c a u s e   of  t h e  follo w i n g   r e a s o n s .   In 

m o s t  d e v e l o p i n g   co u n t r i e s   lik e  In d i a ,  do m e s t i c   c a p i t a l  is  in a d e q u a t e   fo r 

t h e   p u r p o s e   of  e c o n o m i c   g r o w t h .   Fo r e i g n   c a p i t a l   is  ty p i c a l l y  s e e n   a s  a 

w a y   of  filli n g   in   g a p s   b e t w e e n    t h e   do m e s t i c a l l y   av a i l a b l e   s u p p l i e s   of 

sa v i n g s ,     for e i g n     ex c h a n g e ,     gov e r n m e n t     r e v e n u e     a n d     t h e    pl a n n e d 

inv e s t m e n t    n e c e s s a r y    to   a c h i e v e    d e v e l o p m e n t a l    t a r g e t s .    To   giv e   a n 

ex a m p l e   of  t hi s   ‘savi n g s - inv e s t m e n t ’   g a p ,   le t   u s   s u p p o s e   t h a t   pl a n n e d 

r a t e  of g r o w t h  ou t p u t  p e r  a n n u m  is 7 p e r c e n t  a n d  t h e  c a p i t a l - ou t p u t  r a t i o 

is 3 p e r c e n t ,  t h e n  t h e  r a t e  of s a v i n g  r e q u i r e d  is 2 1  p e r c e n t . 

 
If t h e  s a v i n g  t h a t  c a n  b e  do m e s t i c a l l y  m o b i l i z e d  is  1 6  p e r c e n t ,  t h e r e  is  a 

sh o r t f a l l  or  a  s a v i n g s  g a p  of 5 p e r c e n t .  Th u s  t h e  fo r e m o s t  co n t r i b u t i o n  of 

fo r e i g n  c a p i t a l  to  n a t i o n a l  d e v e l o p m e n t   is  it s  rol e  in  fillin g  t h e  r e s o u r c e 

g a p  b e t w e e n   t a r g e t e d   inv e s t m e n t   a n d  loc a l l y  m o b i l i z e d  s a v i n g s .  Fo r e i g n 
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c a p i t a l  is  n e e d e d   to  fill  t h e  g a p  b e t w e e n   t h e  t a r g e t e d   fo r e i g n   ex c h a n g e 

r e q u i r e m e n t s   a n d  t h o s e  d e r i v e d  fro m  n e t  ex p o r t  e a r n i n g s  pl u s  n e t  p u b l i c 

fo r e i g n  ai d .  Thi s  is g e n e r a l l y  c a ll e d  t h e  fo r e i g n  ex c h a n g e  or  t r a d e  g a p . 

 
An   infl o w   of   p ri v a t e   for e i g n   c a p i t a l   h e l p s   in   r e m o v i n g   d e fi c i t   in   t h e 

b a l a n c e    of   p a y m e n t s    ov e r   ti m e    if   t h e   for e i g n - ow n e d    e n t e r p r i s e    c a n 

g e n e r a t e  a n e t  po s i t i v e  flo w  of ex p o r t  e a r n i n g s . 

 
Th e  t hi r d  g a p  t h a t  t h e  for e i g n  c a p i t a l  a n d  sp e c i fi c a l l y ,  fo r e i g n  inv e s t m e n t 

h e l p s   to  fill  is  t h a t   b e t w e e n   go v e r n m e n t a l   t a x  r e v e n u e   a n d   t h e   loc a l l y 

r a i s e d    t a x e s .    By   t a xi n g    t h e    p r o fi t s    of   t h e    for e i g n    e n t e r p r i s e s    t h e 

gov e r n m e n t s    of   d e v e l o p i n g    co u n t r i e s    a r e   a b l e   to   m o b i li z e   fu n d s   for 

p r o j e c t s  (lik e  e n e r g y ,  inf r a s t r u c t u r e )  t h a t  a r e  b a d l y  n e e d e d   fo r  e c o n o m i c 

d e v e l o p m e n t . 

 
Fo r e i g n   inv e s t m e n t    m e e t s   t h e   g a p   in   m a n a g e m e n t ,   e n t r e p r e n e u r s h i p , 

 

t e c h n o l o g y   a n d   skill.   Th e   p a c k a g e   of  t h e s e   m u c h - n e e d e d   r e s o u r c e s   is 

t r a n s f e r r e d   to  t h e   loc a l  co u n t r y   t h r o u g h   t r a i n i n g   p r o g r a m m e s   a n d   t h e 

p r o c e s s  of le a r n i n g  by doi n g ’ .  F u r t h e r  for e i g n  co m p a n i e s  b ri n g  wi t h  t h e m 

so p h i s t i c a t e d   t e c h n o l o g i c a l  kn o w l e d g e   a b o u t  p r o d u c t i o n  p r o c e s s e s   wh il e 

t r a n s f e r r i n g  m o d e r n  m a c h i n e r y  e q u i p m e n t  to  t h e  c a p i t a l - po o r  d e v e l o p i n g 

co u n t r i e s . 

 
In  fa c t ,  in  t hi s  e r a   of  glo b a l i z a t i o n ,   t h e r e   is  a  g r e a t   b e li e f  t h a t   fo r e i g n 

c a p i t a l  t r a n s f o r m s  t h e  p r o d u c t i v e  st r u c t u r e s  of t h e  d e v e l o p i n g  e c o n o m i c s 

le a d i n g   to  hi g h   r a t e s   of  g r o w t h .   Be si d e s t h e   a b o v e ,   fo r e i g n   c a p i t a l ,   by 

cr e a t i n g     n e w    p r o d u c t i v e    a s s e t s ,    co n t r i b u t e s     to    t h e    g e n e r a t i o n     of 

e m p l o y m e n t  a p ri m e  n e e d  of a co u n t r y  lik e  In d i a . 
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2 .  F o r m s  of  F o r e i g n   Ca p i t a l : 

 

Fo r e i g n  C a p i t a l  c a n  b e  ob t a i n e d  in t h e  for m  of fo r e i g n  inv e s t m e n t  or  no n - 

co n c e s s i o n a l  a s s i s t a n c e  or  co n c e s s i o n a l  a s s i s t a n c e . 

 
1.   Fo r e i g n   Inv e s t m e n t    in cl u d e s    Fo r e i g n    Dir e c t   Inv e s t m e n t    (FDI)   a n d 

Fo r e i g n   Po r t f o l i o  Inv e s t m e n t   (FPI ).  FPI  inc l u d e s   t h e  a m o u n t s   r a i s e d   by 

In d i a n    co r p o r a t e    t h r o u g h    E u r o    E q u i t i e s ,    Glo b a l   De p o s i t o r y    Re c e i p t s 

(GDR’s),  a n d  Am e r i c a n  De p o s i t o r y  Re c e i p t s  (ADR’s). 

 
2.   No n - Co n c e s s i o n a l   Assi s t a n c e    m a i n l y   incl u d e s    Ext e r n a l   Co m m e r c i a l 

Bo r r o w i n g s         (ECB’s),        loa n s         fro m         gov e r n m e n t s         of        ot h e r 

co u n t r i e s / m u l t i l a t e r a l   a g e n c i e s   on  m a r k e t   t e r m s   a n d   d e p o s i t s   ob t a i n e d 

fro m  No n- Re s i d e n t  In d i a n s  (NRI s ) . 

 
3.  Co n c e s s i o n a l   Assi s t a n c e   in cl u d e s   g r a n t s   a n d   lo a n s   ob t a i n e d   a t   low 

r a t e s  of in t e r e s t  wi t h  lo n g  m a t u r i t y  p e r i o d s .  S u c h  a s s i s t a n c e   is  g e n e r a l l y 

p r o v i d e d   on  a  bil a t e r a l   b a s i s   or  t h r o u g h   m u l t i l a t e r a l   a g e n c i e s   lik e  t h e 

Wo rl d    Ba n k ,    In t e r n a t i o n a l    Mo n e t a r y    F u n d    (IM F ) ,    a n d    In t e r n a t i o n a l 

Dev e l o p m e n t   Ass o c i a t i o n  (IDA)  e t c .  Lo a n s  h a v e  to  b e  r e p a i d  g e n e r a l l y  in 

t e r m s   of  for e i g n   c u r r e n c y   b u t  in  c e r t a i n   c a s e s   t h e  do n o r   m a y  all o w  t h e 

r e c i p i e n t  co u n t r y  to r e p a y  in t e r m s  of it s  ow n  c u r r e n c y . 

Gr a n t s   do  no t  c a r r y   a n y  obli g a t i o n   of  r e p a y m e n t   a n d   a r e   m o s t l y  m a d e 

av a il a b l e    to   m e e t    so m e    t e m p o r a r y    c ri s i s .    Fo r e i g n    Aid   c a n    al s o    b e 

r e c e i v e d    in   t e r m s    of   di r e c t    s u p p l i e s    of   a g r i c u l t u r a l    co m m o d i t i e s    or 

in d u s t r i a l    r a w    m a t e r i a l s    to    ov e r c o m e     t e m p o r a r y    s h o r t a g e s     in    t h e 

ec o n o m y .    Fo r e i g n    Aid   m a y   al s o   b e   giv e n    in   t h e    fo r m    of   t e c h n i c a l 

a s s i s t a n c e . 

FI N A N C I A L  S E C T O R  RE F O R M S 
 

Wh e n In d i a b e c a m e in d e p e n d e n t in 1 9 4 7 , it   w a s a b a c k w a r d , 

p ri m a r i l y  a g r a r i a n ,   st a g n a n t ,   a n d  low- inc o m e   e c o n o m y .   In s t i t u t i o n a l   s e t 
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u p   a n d   inf r a s t r u c t u r e    w a s   t e r r i b l y   w e a k .   We   st a r t e d   wi t h   a   c e n t r a l l y 

pl a n n e d   p r o c e s s   of  e c o n o m i c  d e v e l o p m e n t   b u t  t h e  p r o g r e s s   for  a  p e r i o d 

of  ov e r  fo u r  d e c a d e s   h a d  b e e n   fa r  fro m  s a t i s f a c t o r y .  Wh e t h e r   loo k e d   a t 

fro m   a n  ec o n o m i c   a n g l e   or  a  so c i a l  vi e w  poi n t   t h e r e   w e r e   p r o b l e m s   of 

va r i o u s  ki n d s .  On  t h e  wh o l e ,  slo w  a n d  u n e v e n  p r o g r e s s   h a d  t a k e n  pl a c e . 

In   t h e   b e g i n n i n g    of   1 9 9 0 s    In d i a   w a s   fa c e d    wi t h   s e r i o u s    fisc a l   a n d 

fin a n c i a l    p r o b l e m s .    It   h a d    to   a p p r o a c h    t h e    Wo rl d    Ba n k    a n d    ot h e r 

in t e r n a t i o n a l  fin a n c i a l  ins t i t u t i o n s  fo r  fin a n c i a l  a s s i s t a n c e .  It  w a s  a g a i n s t 

t hi s   b a c k d r o p ,   t h a t   wi d e - r a n g i n g   r e f o r m s ,   e n c o m p a s s i n g   all  s e c t o r s   of 

t h e  e c o n o m y  w e r e  ini ti a t e d .  Thi s  c h a p t e r  ou t l i n e s  t h e  n e e d  fo r  r e f o r m s  in 

t h e  fin a n c i a l  s e c t o r  a n d  p r e s e n t s  a s u m m a r y  of t h e s e  r e f o r m s 

 
N E E D  FO R  REF O R M S 

 

Th e  In d i a n   fin a n c i a l   sy s t e m   of  t h e   p r e - r ef o r m   p e r i o d   e s s e n t i a l l y 

c a t e r e d    to   t h e   n e e d s    of   pl a n n e d    d e v e l o p m e n t    in   a   mix e d    e c o n o m y 

fr a m e w o r k ,  w h e r e   t h e  go v e r n m e n t   h a d  a  p r e - do m i n a n t   r ol e  in  e c o n o m i c 

a c t i v i t y .   In   or d e r    to   fa c ili t a t e    t h e    la r g e    bo r r o w i n g    r e q u i r e m e n t s    of 

gov e r n m e n t ,  SLR w a s  fr e q u e n t l y  r e v i s e d  u p w a r d s  a n d  m a i n t a i n e d  a t  hi g h 

lev e l s .  In t e r e s t   r a t e s   on  go v e r n m e n t   s e c u r i t i e s   w e r e   a r t i fi c i a l l y  to o  low, 

u n r e l a t e d  to  t h e  m a r k e t  co n d i t i o n s . 

 
Th e  go v e r n m e n t   s e c u r i t i e s   m a r k e t   co u l d   no t   d e v e l o p .   Th e  p r o v i s i o n   of 

fisc a l  a c c o m m o d a t i o n   t h r o u g h   a d h o c  t r e a s u r y   bills  (a t  4. 6 % )  le d  to  hi g h 

lev e l s   of  m o n e t i z a t i o n   of  fisc a l   d e fi c i t .   To  c h e c k   t h e   m o n e t a r y   eff e c t s , 

CRR  w a s  fr e q u e n t l y  r e v i s e d  u p w a r d s .  Th e  CRR  a n d  SLR  on  t h e  ev e  of t h e 

r e f o r m s   we r e   q u i t e   hi g h   a n d   t h e   a s s o c i a t e d   int e r e s t   r a t e s   low. 4   Th e 

e n vi r o n m e n t   in  t h e  fin a n c i a l  s e c t o r   in  t h o s e  ye a r s  w a s  ch a r a c t e r i z e d   by 

se g m e n t e d    a n d    u n d e r    d e v e l o p e d    fin a n c i a l    m a r k e t s    wi t h    p a u c i t y    of 

in s t r u m e n t s .    Th e   exi s t e n c e    of   a   co m p l e x   st r u c t u r e    of   in t e r e s t    r a t e s 

a r i s i n g   fro m   e c o n o m i c   a n d   so c i a l   co n c e r n s    of   p r o v i d i n g   co n c e s s i o n a l 
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cr e d i t    to   ce r t a i n    se c t o r s    h a d    r e s u l t e d    in   c r o s s    su b s i d i z a t i o n    w hi c h 

im p l i e d   t h a t   hi g h e r   r a t e s   w e r e   c h a r g e d   to  no n- co n c e s s i o n a l   bo r r o w e r s . 

Th e  r e g u l a t i o n   of  le n d i n g   r a t e s   le d  to  t h e  r e g u l a t i o n   of  d e p o s i t  r a t e s   to 

ke e p   t h e   co s t   of  fu n d s   to   b a n k s   a t   r e a s o n a b l e   lev e l s .   Th e   sy s t e m   of 

a d m i n i s t e r e d    r a t e s   h a d   le d   to   m u l t i p l i c i t y   a n d   co m p l e x i t y   of   in t e r e s t 

r a t e s .   On  t h e   wh o l e   t h e   di r e c t e d   a n d   co n c e s s i o n a l   av a i l a b i l i t y   of  b a n k 

cr e d i t  wi t h  r e s p e c t   to  c e r t a i n   s e c t o r s   r e s u l t e d   in  di s t o r t i n g   t h e  in t e r e s t 

r a t e   m e c h a n i s m   a n d  a d v e r s e l y   aff e c t e d   t h e  via b i l i t y  a n d   p r o f i t a b i l i t y  of 

t h e    b a n k s .    La c k    of   r e c o g n i t i o n    of   t h e    im p o r t a n c e    of   t r a n s p a r e n c y , 

a c c o u n t a b i l i t y ,  a n d  p r u d e n t i a l  no r m s  in t h e  op e r a t i o n s  of b a n k i n g  sy s t e m 

le d  to  a  ri si n g  b u r d e n  of no n- p e r f o r m i n g  a s s e t s .  Th e  poli c i e s  p u r s u e d  di d 

h a v e  m a n y  b e n e f i t s .  Th e  po s t  n a t i o n a l i z a t i o n  p h a s e  wi t n e s s e d   si g n i fi c a n t 

b r a n c h  ex p a n s i o n  to m o b i l i z e  s a vi n g s 

 
TH E  REF O R M S  OF 1 9 9 1   ( N C R - I) 

 

On  t h e  w h o l e ,  b a n k s ,   ot h e r   fin a n c i a l  in s t i t u t i o n s ,   a n d   fin a n c i a l  m a r k e t s 

w e r e   all   op e r a t i n g   in  a   hi g h l y   co n t r o l l e d   a n d   r e g u l a t e d   e n v i r o n m e n t . 

So m e   st e p s   to w a r d s   lib e r a l i z a t i o n   w e r e   t a k e n   d u r i n g   1 9 8 0 s .   In   1 9 9 1 , 

wi d e   r a n g i n g   e c o n o m y   wi d e   r ef o r m s   w e r e   u n d e r t a k e n .   In  Aug u s t   1 9 9 1 

t h e  go v e r n m e n t   of  In d i a  a p p o i n t e d   a  co m m i t t e e   on  t h e  fin a n c i a l  sy s t e m 

u n d e r  t h e  c h a i r m a n s h i p  of S h r i M . N a r a s i m h a m ,   a  for m e r  gov e r n o r  of t h e 

RBI.   Th e   Co m m i t t e e    w a s    to   ex a m i n e    t h e    exi s t i n g    st r u c t u r e    of   t h e 

fin a n c i a l      sy s t e m      a n d      it s      va r i o u s      co m p o n e n t s       a n d      to      m a k e 

r e c o m m e n d a t i o n s   for  im p r o v i n g   t h e   effi ci e n c y   a n d   eff e c t i v e n e s s   of  t h e 

sy s t e m     wi t h     p a r t i c u l a r     r e f e r e n c e     to    t h e     e c o n o m y     of    op e r a t i o n s , 

a c c o u n t a b i l i t y   a n d   p r o f i t a b i l i t y   of  t h e   co m m e r c i a l   b a n k s   a n d   fin a n c i a l 

in s t i t u t i o n s 

Ro l e  o f  F o r e i g n   Tr a d e  i n  In d i a 
 

Fo r e i g n   t r a d e   is  pl a yi n g   a n  inc r e a s i n g l y  la r g e   rol e  in  t h e  In d i a n 

ec o n o m y . Th e siz e of   In d i a n for e i g n t r a d e a n d it s val u e bo t h h a v e 
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in c r e a s e d  d u r i n g  po s t - in d e p e n d e n c e  p e r i o d .  Th e  in c r e a s e  in fo r e i g n  t r a d e 

ho w e v e r ,   c a n n o t   b e   s a i d   s a t i s f a c t o r y   d u r i n g   ini ti a l   p e r i o d   of  pl a n n i n g 

b e c a u s e   In d i a n  s h a r e   in  to t a l  wo r l d  t r a d e   h a s  r e m a i n e d   r e m a r k a b l y  low 

a n d  it d e c r e a s e d  ov e r  t h e  ye a r s .  In  1 9 5 0 ’ s ,  In d i a’ s  s h a r e  in wo r l d  ex p o r t s 

w a s  1. 9  p e r c e n t .  Thi s  co m p a r e d   fav o r a b l y  wi t h  0. 9  p e r c e n t   in  Chi n a  a n d 

1. 4   p e r c e n t    in   Ja p a n .   By  1 9 6 5 ,   t h e   s h a r e   h a d   d r o p p e d    to   1   p e r c e n t 

(Bh a g w a t i  a n d  De s a i ,  1 9 7 0 )  a n d  it co n t i n u e d   to  fall  p r o g r e s s i v e l y  to  0. 4 5 

p e r c e n t  in  1 9 8 0  a n d  r e c o v e r e d   m a r g i n a l l y  in  1 9 9 7  to  0. 6 2  p e r c e n t  wh i c h 

h a s   fu r t h e r   in c r e a s e d    to  1. 0 4   p e r c e n t   2 0 0 7 .   Acco r d i n g   to   WTO   d a t a , 

In d i a ’ s    sh a r e    in   wo r l d    t r a d e    (ex p o r t s    a n d    im p o r t s    t a k e n    to g e t h e r ) 

in c r e a s e d  fro m  1. 2  p e r  c e n t  in 2 0 0 6  to 1. 3  p e r  ce n t  in 2 0 0 7 .  Du r i n g  2 0 0 7 , 

In d i a ’ s   im p o r t s    w e r e    1. 5   p e r   c e n t   of   wo r l d   im p o r t s .     In d i a   w a s   t h e 

2 6 t h  la r g e s t    ex p o r t e r    a n d    t h e    1 8 t h  la r g e s t    im p o r t e r    in   t h e    wo r l d    in 
 

2 0 0 7 . T h i s   is  in  sh a r p   co n t r a s t   wi t h   ot h e r   d e v e l o p i n g   n a t i o n s   t h a t   lay 

e m p h a s i s   on  p r o g r e s s i v e   int e g r a t i o n   of  e c o n o m y   wi t h  wo r l d  e c o n o m i e s . 

In d i a ,   on   t h e   ot h e r   h a n d ,   p e r s i s t e d   wi t h   t h e   in w a r d   ori e n t a t i o n   in  it s 

poli c i e s  till  1 9 9 1  wi t h  a g r a d u a l   c h a n g e   to w a r d s   glo b a l i z a t i o n   af t e r   t h a t . 

It  cl e a r l y  in di c a t e s   t h a t  In d i a  h a s  fail e d  to  inc r e a s e   it s  s h a r e  in  t h e  to t a l 

wo r l d   t r a d e   in  t h e  ini ti a l  p e r i o d   of  d e v e l o p m e n t .   Th e  p a t t e r n   of  In d i a ’ s 

fo r e i g n  t r a d e  c a n  b e  su m m a r i z e d  wi t h  its  sa li e n t  fe a t u r e s .  Th e  to t a l  val u e 

of In d i a’ s  fo r e i g n  t r a d e  h a s  go n e  u p  fro m  US $ 2 5 4 2  milli o n  in  1 9 5 0 - 5 1  to 

US $ 3 9 8 6 5 8     milli o n     in    2 0 0 7 - 0 8 .  Bu t     m u c h     of    t hi s     in c r e a s e     w a s 

co n c e n t r a t e d    in   t h e   la s t   t e n   ye a r s .   Th e   val u e   of  In d i a ’ s   im p o r t s   h a s 

in c r e a s e d   b e c a u s e   of  r a p i d   in d u s t r i a l i z a t i o n ,   p e r i o d i c   hik e  in  oil  p r i c e s , 

poli c y    of   im p o r t    lib e r a l i z a t i o n ,    a n d    im p o r t s    to    co n t r o l    infl a t i o n a r y 

p r e s s u r e  wi t h i n  t h e  co u n t r y . 

 

Th e   fir s t   t w e n t y    ye a r s    of   In d i a n    Pl a n n i n g    w e r e    m a r k e d    by   “Ex p o r t 

Pe s s i m i s m ” .  Du r i n g  t hi s  p e r i o d  t h e  foc u s  of  t h e  pl a n n e r s   w a s  on  im p o r t 

su b s t i t u t i o n  r a t h e r   t h a n  ex p o r t  p r o m o t i o n .  It  w a s  fro m  e a r l y  1 9 7 0 ’ s  t h a t 
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In d i a   st a r t e d   r e a l i z i n g   t h e   im p o r t a n c e   of  a n   a g g r e s s i v e   ex p o r t   poli c y 

wh e n  it  w a s  co n f r o n t e d   wi t h  t h e  wo r s t  b a l a n c e   of  p a y m e n t   c ri s i s  d u e  to 

sh a r p   ri s e  in  t h e  int e r n a t i o n a l  p r i c e  of  p e t r o l e u m   p r o d u c t s   by  t h e  OP E C 

n a t i o n s .  As a r e s u l t ,  In di a  a d o p t e d  ex p o r t  p r o m o t i o n  m e a s u r e s .  Ho w e v e r , 

t h e     b a s i c     fr a m e w o r k     of    in d u s t r i a l     a n d     t r a d e     poli c i e s     r e m a i n e d 

u n c h a n g e d .   It  w a s  only  fro m  1 9 9 1  t h a t  ex p o r t s   w a s  s e e n   a s  a n  in t e g r a l 

p a r t     of    in d u s t r i a l     a n d     d e v e l o p m e n t     poli c y .    Th e    poli c y    t h e r e a f t e r 

e m p h a s i z e d  t e c h n o l o g i c a l  u p  g r a d a t i o n ,  r e d u c t i o n  of cu s t o m  d u t i e s ,  fr e e r 

im p o r t s    a n d    do m e s t i c    a n d    in t e r n a t i o n a l    co m p e t i t i o n    for    t h e    e n t i r e 

in d u s t r i a l  s e c t o r  a s  p r e - r e q u i s i t e  fo r  ex p o r t  p r o m o t i o n . 

 

Th e  st r u c t u r e   of  In d i a ’ s  for e i g n  t r a d e   is  ty pi c a l l y  of  a  d e v e l o p i n g 

ec o n o m y .  In d i a  h a s  b e e n   a n  ex p o r t e r   of  a g r i c u l t u r a l   r a w  m a t e r i a l s   a g r o 

b a s e d   m a n u f a c t u r e d   p r o d u c t s .   Th e r e   h a s   b e e n   a  co n t i n u o u s   d e c l i n e   in 

t h e  sh a r e   of  a g r i c u l t u r a l   r a w   m a t e r i a l s   a n d   alli e d   p r o d u c t s .   On e  of  t h e 

r e a s o n s  fo r  t hi s  t r e n d  is inc r e a s e d  po p u l a t i o n  a n d  loc a l  d e m a n d  fo r  t h e s e 

p r o d u c t s .  On  t h e  ot h e r  si d e  t h e  ex p o r t s  of no n- t r a d i t i o n a l  it e m s  is g a i n i n g 

im p o r t a n c e .  E n g i n e e r i n g ,  h a n d i c r a f t s ,  iro n  a d  st e e l ,  c h e m i c a l ,  r e a d y m a d e 

g a r m e n t s ,     fis h    a n d    fis h    p r o d u c t s     e t c    a r e    g a i n i n g     im p o r t a n c e     a s 

ex p o r t a b l e    p r o d u c t s .    Two   m a j o r    it e m s    viz.   el e c t r o n i c s    a n d    sof t w a r e 

sh o w s  ve r y  sh a r p  in c r e a s e . 

 

Th e r e  h a s  b e e n  m a r k e d   c h a n g e   in  t h e  r el a t i v e  sh a r e  of  t r a d e  to  va r i o u s 

co u n t r i e s  si g n i f yi n g  t h e  e m e r g i n g  n e w  e c o n o m i c  r e l a t i o n s h i p .  Th e  OE C D 

g r o u p     (Or g a n i z a t i o n     fo r    E c o n o m i c    Co- op e r a t i o n     a n d    Dev e l o p m e n t ) 

co u n t r i e s   (viz.  E u r o p e a n   Uni o n ,  USA,  Ca n a d a ,   Aus t r a l i a ,  Ja p a n   e t c . )  a r e 

t h e  la r g e s t  t r a d i n g  p a r t n e r ,  it s  sh a r e  is d e c l i n i n g  in r e c e n t  ye a r s  Wh e r e a s 

t r a d e     wit h      OP E C ( O r g a n i z a t i o n     of    Pe t r o l e u m     Ex p o r t i n g     Co u n t r i e s ) 

co u n t r i e s    lik e   Ir a n ,    Ir a q    e t c ,   E a s t e r n    E u r o p e    a n d    ot h e r    d e v e l o p i n g 

n a t i o n s  is a s s u m i n g  g r e a t e r  im p o r t a n c e . 
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B a l a n c e   of  P a y m e n t   a n d  B a l a n c e   o f  Tr a d e 

 
Th e  B a l a n c e   of  P a y m e n t s   of  a  co u n t r y   is  a  sy s t e m a t i c   r e c o r d   of 

all e c o n o m i c  t r a n s a c t i o n s  b e t w e e n  t h e  r e s i d e n t s  of a co u n t r y  a n d  t h e  r e s t 

of t h e  wo r l d .  It is co m p o s e d  of all r e c e i p t s  on  a c c o u n t  of go o d s  ex p o r t e d , 

se r v i c e s  r e n d e r e d   a n d  c a p i t a l  r e c e i v e d  by  r e s i d e n t s   a n d  p a y m e n t s   m a d e 

by  t h e m   on   a c c o u n t   of  go o d s   im p o r t e d ,   s e r v i c e s   r e c e i v e d   a n d   c a p i t a l 

t r a n s f e r r e d  to no n - r e s i d e n t s  or  fo r e i g n e r s . 

 
F o r e i g n   Tr a d e  P o l i c y  a n d  B a l a n c e   o f  P a y m e n t s 

 
 

o  Fo r e i g n  Tr a d e  Poli c y  a n d  Bal a n c e  of P a y m e n t s 
 

o  M ai n  F e a t u r e s  of In d i a’ s  Tr a d e  Poli c y 
 

o  Ph a s e s  of In d i a ’ s  Tr a d e  Poli c y 
 

o  In d i a ’ s  Fo r e i g n  Tr a d e  Poli c y ,  1 9 9 1 
 

o  M aj o r  Tr a d e  Ref o r m s 
 

o  Ass e s s m e n t  of t h e  N e w  Tr a d e  Poli c y 
 

o  Bal a n c e  of P a y m e n t s  (Bo P) 
 

o  Cu r r e n t  Acco u n t  Defi ci t  (CAD) 
 

o  Ca p i t a l  Acc o u n t  Defi ci t 
 

o  Ot h e r  No n - d e b t  Fl o w 
 

o  In d i a ’ s  ex p o r t s  g r e w  a t  a n  av e r a g e  p a c e  of 1 2 %  in t h e  Ap ril- 
 

Nov e m b e r  2 0 1 7  p e r i o d  fro m  a ye a r  e a r l i e r ,  slo w e r  t h a n  t h o s e  of 
 

Vie t n a m  a n d  In d o n e s i a ,  wh i c h  g r e w  a t  2 4 %  a n d  1 6 % ,  r e s p e c t i v e l y . 
 
 

o  Whil e  In d i a’ s  do u b l e - di gi t  g r o w t h  in ex p o r t s  m a r k s  a n  im p r o v e m e n t 

ov e r  fisc a l  2 0 1 7  wh e n  ex p o r t s  g r e w  a t  sli g h t l y  a b o v e  5 %,  t h e r e  a r e 

se v e r a l  wo r r y i n g  si g n s  in t h e  ex p o r t  d a t a . 

 
o  Th e  dis a g g r e g a t e d  ex p o r t s  d a t a  sh o w  t h a t  t h e  r e b o u n d  in In d i a ’ s 

ex p o r t s  g r o w t h  in t h e  c u r r e n t  fisc a l  ye a r  h a s  b e e n  ve r y  u n e v e n . 
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Ex p o r t s  of t w o  co m m o d i t y - b a s e d  se c t o r s — p e t r o l e u m  p r o d u c t s  a n d 

iro n  a n d  st e e l  (a n d  ot h e r  m e t a l s ) — h a v e  a c c o u n t e d  for  m o r e  t h a n 

h a lf  of t h e  ex p o r t  g r o w t h  in t h e  c u r r e n t  fisc a l  ye a r . 
 
 

o  Th e  m o s t  wo r r y i n g  p a r t  a b o u t  In d i a ’ s  ex p o r t  p e r f o r m a n c e  is t h e 

g r o w i n g  div e r g e n c e  b e t w e e n  la b o u r - int e n s i v e  s e c t o r s  a n d  ot h e r 

se c t o r s .  As t h e  c h a r t  b el o w  sh o w s ,  t h e  a g g r e g a t e  ex p o r t  g r o w t h  in 

la b o u r - int e n s i v e  s e c t o r s — t e x t i l e s ,  el e c t r o n i c  go o d s ,  g e m s  a n d 

je w e l l e r y ,  le a t h e r ,  a n d  a g r i c u l t u r a l  p r o d u c t s — h a s  r e m a i n e d 
 

a n a e m i c  ev e n  a s  ov e r a l l  ex p o r t s  g r o w t h  h a s  pi c k e d  u p  p a c e  in 

r e c e n t  m o n t h s . 

 
o  Th e  c h a r t  s u g g e s t s  t h a t  a k e y  e n g i n e  of job  c r e a t i o n  in t h e  In d i a n 

ec o n o m y  h a s  b e e n  m a l f u n c t i o n i n g . 
 

 

o  Th e  sl u g g i s h  g r o w t h  in la b o u r - in t e n s i v e  ex p o r t s  co m e s  a t  a ti m e 

wh e n  gl o b a l  t r a d e  h a s  pi c k e d  u p  p a c e ,  a n d  wh e n  c u r r e n c y  lev e l s 

h a v e  b e e n  r e l a t i v e l y  st a b l e .  Thi s  su g g e s t s  t h a t  do m e s t i c 

d e v e l o p m e n t s  su c h  a s  t h e  h a m - h a n d e d  im p l e m e n t a t i o n  of t h e  go o d s 

a n d  se r v i c e s  t a x  (GST) a r e  to bl a m e ,  wr o t e  e c o n o m i s t s  Dh a r m a k i r t i 

Jos h i ,  Ad hi s h V e r m a ,  a n d  P a n k h u r i T a n d o n  of CRI SI L  in a r e c e n t 

no t e  on  ex p o r t s .  Th e  e c o n o m i s t s  a r g u e d  t h a t  t h e  im p l e m e n t a t i o n  of 
 

GST a n d  t h e  a s s o c i a t e d  gli t c h e s  h a v e  hi t  t h e  s m a l l  a n d  m e d i u m - 

sc a l e  e n t e r p r i s e s  t h e  h a r d e s t ,  d e r a i l i n g  g r o w t h  in s e c t o r s 
 

 

S 
 
 

o  su c h  a s  t e x t i l e s ,  g e m s  a n d  je w e l l e r y ,  a n d  le a t h e r — w h e r e  s u c h 

e n t e r p r i s e s  do m i n a t e  t h e  su p p l y  ch a i n . 
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o  Bu t  t h e y  al s o  poi n t e d  ou t  t h a t  wh il e  t h e  cl u m s y  im p l e m e n t a t i o n  of 
 

t h e  GST m a y  h a v e  ex a c e r b a t e d  t h e  wo e s  of t h e s e  s e c t o r s  in r e c e n t 

m o n t h s ,  t h e s e  se c t o r s  h a v e  b e e n  losi n g  co m p e t i t i v e n e s s  ov e r  a 

m u c h  lon g e r  st r e t c h  of ti m e . 
 
 

o  Wh a t  t hi s  s u g g e s t s  is t h a t  t h e  r e a l  fix in r e v i vi n g  In d i a’ s  ex p o r t 
 

e n g i n e  will lie in st r u c t u r a l  sol u t i o n s  involvi n g  e a s e  of a c c e s s  to 

b a s i c  inf r a s t r u c t u r e  s u c h  a s  ro a d s ,  po r t s ,  a n d  po w e r  a s  w el l a s 

si m p l i fi c a t i o n  of b u s i n e s s  r e g u l a t i o n s  a n d  la b o u r  la w s .  Whil e  a 
 

si m p l e r  GST st r u c t u r e  wo u l d  d e fi n i t e l y  h e l p  ex p o r t e r s ,  e s p e c i a l l y 
 

s m a l l e r  e n t e r p r i s e s ,  t hi s  n e e d s  to b e  follo w e d  u p  wi t h  m o r e  b r o a d - 

r a n g i n g  r ef o r m s . 

 
o  Th e  N a r e n d r a M o d i  gov e r n m e n t ’ s  a b ili t y  to d e li v e r  on  its  p r o m i s e  of 

job  c r e a t i o n  b e f o r e  it fac e s  g e n e r a l  el e c t i o n s  in 2 0 1 9  will hi n g e 

cr u c i a l l y  on  ho w  fa r  it is a b l e  to fa cili t a t e  a r e c o v e r y  in ke y  la b o u r - 

in t e n s i v e  in d u s t r i e s . 
 

 

2 m a r k s 
 

1.  co m p o s i t i o n  of in d i a’ s  fo r e i g n  t r a d e . 
 

2.  M e n t i o n  a n y  fou r  in s t i t u t i o n a l  so u r c e s  of a g r i c u l t u r a l  fin a n c e 
 

3.  M e n t i o n  m a i n  im p o r t s  in In d i a 
 

4.  Wh a t  is ex c i s e  d u t y ? 
 

5.  Wh a t  is d e fi ci t  fin a n c e ? 
 

6.  Wh a t  do  yo u  m e a n  by s e c t o r a l  co m p o s i t i o n ? 
 

7.  Wh a t  is ir r i g a t i o n 
 

6 m a r k s 
 

1.  Dis c u s s   t h e  m a j o r  t e c h n o l o g i c a l  c h a n g e s   in  a g r i c u l t u r e   se c t o r   a n d 

ho w  it is im p l e m e n t e d fo r  p r e s e n t  a g r a r i a n  so c i e t y . 
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2.  Ex p l a i n  t h e  co n c e p t  of a g r i c u l t u r a l  p r o d u c t i v i t y 
 

 

3.  Dis c u s s  t h e  c h a n g e s   in  t h e  di r e c t i o n   of  In d i a ’ s  fo r e i g n  t r a d e   si n c e 
 

1 9 9 1 
 

 

4.  Bri e fl y  ev a l u a t e  t h e  rol e  of for e i g n  c a p i t a l  in in d i a 
 

 

5.  De s c r i b e  t h e  m a i n  fe a t u r e s  of n e w  in d u s t r i a l  poli c y  of 1 9 9 1 
 

 

6.  An al y s e  va r i o u s  c a u s e s  of in d u s t r i a l  sic k n e s s  in In d i a 
 

 

7.  Dis c u s s   t h e  c a u s e s   di s e q u i l i b r i u m   in  b a l a n c e   of  p a y m e n t s   po si t i o n 

of In d i a .  S u g g e s t  t h e  r e m e d i a l  m e a s u r e s . 

 

8.  De s c r i b e  t h e  im p o r t a n c e  of in d u s t r i e s  in in di a n  e c o n o m y 
 

 

9.  Dis t i n g u i s h   b e t w e e n   e c o n o m i c  g r o w t h  a n d  ec o n o m i c  d e v e l o p m e n t . 
 

Id e n t i f y  a n y  fo u r  in di c a t o r s  of e c o n o m i c  d e v e l o p m e n t . 
 

 

10. Ou t li n e t h e im p o r t a n c e of fo r e i g n t r a d e in t h e e c o n o m i c 

d e v e l o p m e n t  of a co u n t r y . 

 

11. Dis c u s s  t h e  m e r i t s  a n d  d e m e r i t s  of p u b l i c  s e c t o r  in in di a n  e c o n o m y 
 

 

12. An al y s e t h e im p o r t a n c e of   t h e rol e of   p r i v a t e se c t o r in   in d i a n 

ec o n o m y 

 

13. Ex p l a i n  t h e  si g n i fi c a n c e  of se r v i c e  s e c t o r  in In d i a 
 

 

14. Ex p l a i n  t h e  co m p o s i t i o n  of ex p o r t s  in In d i a 
 

 

15. St a t e  a n d  ex p l a i n  t h e  m a j o r  fin a n c i a l  in s t i t u t i o n s  in  In d i a  p r o v i d i n g 

fin a n c i a l  a s s i s t a n c e  to in d u s t r i e s 

 

16. Dis t i n g u i s h b e t w e e n b a l a n c e of  t r a d e a n d b a l a n c e of  p a y m e n t s . 
 

Why  m u s t  t h e  b a l a n c e  of p a y m e n t s  b a l a n c e  in t h e  lo n g  r u n ? 
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UNIT  - IV
INDIAN  ECONOMY

S.N
O

Quest io n OPTION  A OPTION  B OPTION  C OPTION  D Answer

1 Banking  
regula tion  act  
was  passed  in  ?

1947 1948 1949 1950 194 9

2 Arrange  in  the  
right  order  the  
contribu tion  of  
sectors  to  the  
GDP  from  
highes t  to  lowest.

Agricultu re ,
manufac tu r i
ng,  ter tia ry

Agriculture ,  
ter tia ry,  
manufac tu r i
ng

Tertia ry,  
manufac tu r i
ng,  
agricultu re

Manufac tu r i
ng,  ter tia ry,  
agricultu re

Tertiary,  
manuf a c t ur i
ng,  
agric u l t ur e

3 The  Headq u a r t e r
of  RBI  is  in

Delhi Kanpur Mumbai Nasik Mumb ai

4 20  rupee  and  
above  value  
notes  are  printed
in

Currency  
Note  Press,  
Nasik

Securi ty  
Printing  
Press ,  
Hydera b a d

Bank  Note  
Press,  
Dewas

All of  these Securi ty  
Printin g  
Pres s ,  
Hyderab a d

5 India  has  the  
Maximum  foreign
trade  with

Japan Germa ny U.S.A. U.K. U.S.A.

6  What  
percen t a g e  of  
populat ion  of  
India  are  
engag e d  in  
primary  sector?

50% 60% 70% 65% 70%

7 Which  is  the  
bigges t  tax  
paying  sector  in  
India?

A Banking  
sector

B Transpor t  
sector

C Indust rial  
sector

D Agricultu r
e  sector

C Indus tr ia l  
sect or

8 Which  one  of  the  
following  is  not  
an  objective  of  
Fiscal  Policy  in  

A Price  
Stability

B Full  
Employme nt

C Regulat ion
of  
Inte rna t ional
Trade

D Equitable  
Distribution  
of  Wealth  
and  Incomes

C Regul a t i o
n  of  
Interna t i o n a
l  Trade



India?

9 The  best  example
of  a  capital  
intensive  
indust ry  in  India  
is

A Steel  
Indust ry

B Tourism  
Indust ry

C Textile  
Indust ry

D Sports  
Goods  
Indust ry

A Ste e l  
Indus try

10 Which  of  the  
following  is  not  
an  objective  of  
the  moneta ry  
policy  of  the  RBI?

A Boost  
economic  
developme n
t

B Control  
inflationa ry  
pressur e

C Ensure  
social  justice

D Direct  
credit  in  
desirable  
direction

C Ensur e  
socia l  
justic e

11 In  which  sector,  
indust ries  are  
included?

Primary  
Sector

Seconda ry  
Sector

Service  
Sector

None  of  the  
above

Seco n d ary  
Sector

12 Which  among  the
following  will  be  
a  debit  entry  in  
India’s  balance  of
payments?

Imports  of  
goods  by  
India

 Income  of  
Indian  
investme n t s  
abroad

 Receipt s  of  
transfe r  
payments

Exports  of  
services  by  
India

 Inco m e  of  
Indian  
inves t m e n t s
abroad

13 The  company  
that  has  acquir ed
interes t  in  
different  
indust ries  by  
taking  over  or  
merging  with  
other  companies ,
is  called

Collate r al Coalition Conglomer a t
e

None  of  the  
above

Conglo m e r a
te

14 Which  Bank  has  
the  maximum  
number  of  
branche s?

 ICICI  Bank HDFC  Bank State  Bank  
of  India

State  Bank  
of  Patiala

State  Bank  
of  India

15 Gilt- edged  
marke t  means

Bullion  
marke t

Market  of  
govern m e n t  
securi ties

 Marke t  of  
guns

Marke t  of  
pure  metals

Market  of  
gover n m e n t  
securi t i e s



16 In  the  state  of  
India,  the  State  
Financial  
Corpora t ion  have
given  assistance  
mainly  to  develop

Agricultu ral
farms

Cottage  
indust ry

Large- scale  
indust ries

Medium  and
small- scale  
indust ries

Mediu m  and
smal l- scale  
indus tr i e s

17 Our  financial  
system  has  
provided  for  the  
transfe r  of  
resource s  from  
the  cente r  to  the  
sta te s;  
the  importa n t  
means  of  
resource  transfer
are

Tax  sharing  Grant- in-
aids

 Loans All the  
above

All  the  
above

18 Deficit  financing  
means  that  the  
governm e n t  
borrows  money  
from  the

 RBI Local  bodies Big  
business m e n

 IMF  RBI

19  Short- term  
finance  is  usually
for  a  period  
ranging  up  to

5  months  10  months  12  months 15  months  12  mont h s

20 Which  of  the  
following  items  
would  not  appea r
in  a  company' s  
balance  sheet?

Value  of  
stocks  of  
raw  
materials  
held

Total  issued  
capital

Revenue  
from  sales  of
the  
company' s  
product s

Cash  held  at
the  bank

Reve n u e  
from  sale s  
of  the  
comp a ny' s  
produc t s

21 The  banks  are  
required  to  
maintain  a  
certain  ratio  
betwee n  their  

Statu to ry  
Bank  Ratio  
(SBR)

Statu to ry  
Liquid  Ratio  
(SLR)

Centr al  
Bank  
Reserve  
(CBR)

Centr al  
Liquid  
Reserve  
(CLR)

Statu t ory  
Liquid  Ratio
(SLR)



cash  in  the  hand  
and  totals  asset s .
This  is  called

22 ICICI  is  the  name
of  a

Chemical  
indust ry

Bureau Corpora t ion Financial  
institu tion

Finan c i a l  
inst i tu t i o n

23 The  first  wholly  
Indian  Bank  was  
set  up  in

1794 1894  1896 1902 189 4

24 Paper  currency  
first  star ted  in  
India  in

1861  1542 1601 1880 186 1

25  Which  among  
the  following  is  
included  in  the  
primary  sector?

Teaching Dairy Lawyers Textile Dairy

26 Which  sector  
emerg e d  as  the  
larges t  producing
sector  in  India  in  
the  year  2003?

Primary Seconda ry Tertia ry All the  
above

Tertiary

27 Under  which  
schem e,  the  
people  in  need  of
employment  are  
guaran te e d  100  
days  of  
employment  in  a  
year  by  the  
governm e n t?

Prime  
Ministe r  
Rozgar  
Yojna

National  
Rural  
Employme nt  
Guaran te e  
Act,  2005

Swarnajaya n
ti  gram  
Swarozga r  
Yojna

Rural  
Employmen t
Genera t ion  
Progra m m e

Rural  
Employ m e n t
Generat i o n  
Progra m m e

28 Which  of  the  
following  
activities  are  
included  in  the  
tertia ry  sector?

Banking Fishing Agricultu re Processing Banki n g

29 The  balance  of  
payment  

a  curren t  
accoun t  of  

a  capital  
account  of  

 official  
settleme n t  

all  of  these all  of  thes e



comprises goods  and  
services  
only

financial  
asset s  only

accoun ts  
only

30 Which  among  the
following  duties  
is  applied  by  a  
Govern me n t  to  
control  the  
export s  of  a  
commodity,  so  
that  the  
commodity  can  
be  used  by  the  
local  mark

Custom  
Duty

Excise  Duty Anti  
Dumping  
Duty

Dumping  
Duty

Custo m  
Duty

31 Which  of  the  
following  
agricultu ra l  
commodity  of  
India  gives  
larges t  in  terms  
of  expor t  value?

Tea Basmat i  Rice spices cotton Bas m a t i  
Rice

32 Maximum  share  
in  total  extern al  
debt  of  India  is  of
___

Long- term  
borrowings

Short  Term  
Borrowings

Medium  
Term  
Borrowings

Ultra- Long  
term  
borrowings

Long- term  
borrowin g s

33 Which  among  the
following  
indust ry  
genera t e s  
invisible  export s?

Fishing Travel  & 
Tourism

Jewellery Handicraf ts Travel  & 
Touris m

34 Foreign  Direct  
Investme n t(FDI)  
and  Foreign  
Institu tional  
Investme n t(FII)  
are  distinct  in  

FDI  brings  
capital,  
technology  
& 
manag e m e n
t  and  FII  

FDI  targe t s  
specific  
sectors  and  
FII  help  in  
increasing  
foreign  

FII  is  
conside re d  
more  stable

FII  targe t s  
both  
primary  and  
seconda ry  
marke t  
while  FDI  

FDI  bring s  
capita l ,  
tech n o l o g y  
& 
mana g e m e n
t  and  FII  



terms  of? brings  only  
capital

capital  
availability

targe t s  only  
primary.

bring s  only  
capita l

35 How  many  key  
infras t ruc t u r e  
sectors  are  
known  as  Core  
sector  in  Indian  
Economy,use d  
for  Index  of  
Indust rial  
Produc tion  (IIP)  
data?

5 6 7 8 8

36 Who  among  the  
following  was  the
chairma n  
Financial  Sector  
Legisla tive  
Reforms  
Commission  
(FSLRC)?

Justice  B N  
Srikrishn a

Justice  Debi  
Prasad  Pal

Prof.  Y H  
Malega m

Justice  
Shivraj  V 
patil

Justic e  B  N  
Srikris h n a

37 The  purchas e  of  
shares  and  bonds
of  Indian  
companies  by  
Foreign  
Institu tional  
Investors  is  
called?

FDI Portfolio  
Investme n t

NRI  
Investme n t

Foreign  
Indirec t  
Investme n t

Forei g n  
Indirec t  
Inves t m e n t

38 In  context  with  
the  Balance  of  
Payment s ,  
the  Merchan dise  
export s,  which  
refer  to  sale  of  
goods  abroad  
belong  to  which  

Credit  
Entry  in  the
Curren t  
Account

Debit  Entry  
in  the  
Curren t  
account

Credit  entry  
in  the  
Capital  
Account

Debit  entry  
in  the  
Capital  
Account

Credit  Entry
in  the  
Current  
Accou nt



among  the  
following?

39 Which  among  the
following  state  
has  highes t  
number  of  Export
Oriented  Units  in
India?

Tamil  Nadu Mahar as t r a Karna tak a Andhra  
Prades h

Karnata ka

40 Which  of  the  
following  brings  
out  the  
'Consum e r  Price  
Index  Numbe r  
for  Indus t ria l  
Workers '?

The  
Reserve  
Bank  of  
India

The  
Depar t m e n t  
of  Economic  
Affairs

The  Labour  
Bureau

The  
Depar tm e n t  
of  Personnel
and  Training

The  Labour  
Burea u

41 A "closed  
economy"  is  an  
economy  in  
which

 the  money  
supply  is  
fully  
controlled

deficit  
financing  
takes  place

only  export s  
take  place

neither  
export s  nor  
import s  take
place

neith e r  
export s  nor  
import s  
take  plac e

42 which  among  the
following  does  
not  belong  to  
india 's  major  
large  scale  
indust ries

cotton  
textile  
indust ry

iron  and  
steel  
indust ry

jute  indust ry khadi  and  
village  
indust ry

khadi  and  
villag e  
indus try

43 who  
manufac tu r e s  the
larges t  quanti ty  
of  jute  goods  in  
the  world

India Banglades h Thailand Myanma r India

44 which  is  the  
larges t  
shipbuilding  unit  
in  india

Cochin  
shipyard

Hindus t a n  
shipyard

Goa  
shipyard

garden  
Reach  
shipyard

Cochin  
shipyard

45 which  of  the  
following  

Alcohol Tobacco Drugs  and  
Pharma c e u t i

all  the  above all  the  
above



indust ries  are  to  
be  given  
compulsory  
licensing

cals  

46 which  out  of  the  
following  is  a  
mineral  based  
indust ry

sugar tea coffee petroch e mic
als

petroc h e m i c
als

47 what  is  the  major
contribu tion  of  
the  elect ronics  
indust ry  to  the  
count ry

maximised  
wealth  
formation

reduced  
pover ty

improved  
standa r d  of  
living

encoura g e d  
employment

enco ur a g e d  
employ m e n t

48 public  sector  
plants  marke t  
their  steel  
through

TISCO Tata  Steel SAIL GAIL SAIL

49 a  mechanical  
means  of  trea ting
indust rial  
effluents

sediment a t i
on

rainwate r  
harves t ing

recycling  of  
waste  water

biologically sedi m e n t a t i
on

50 which  out  of  the  
following  
indust ries  helps  
in  the  
manufac tu r e  of  
telephone s,  
compute r s ,  
rada r s ,  etc

Aluminium Informa t ion  
Technology

Steel Elect ronics Electro n i c s

51 which  city  in  
India  has  
emerg e d  as  the  
elect ronic  capital
of  india

Chennai Mumbai Bangalore Delhi Bang al or e

52 the  portfolio  
investme n t  by  

FDI FII Balance  of  
Payment

SDR FII



foreign  
institu tional  
investors  is  
called

53 the  earlie r  name  
of  WTO  was

UNCTAD GATT UNIDO OECD GATT

54 The  term  'pape r  
Gold'  means

special  
drawing  
right  (sdr)of
the  IMF

Special  
accommod a t
ion  facility  of
the  world  
bank

currencies  
still  on  gold  
standa r d

 deficit  
financing

spe c ia l  
drawin g  
right  (sdr)o f
the  IMF

55 who  among  the  
following  served  
as  the  chief  
Economis t  of  the  
interna t ional  
moneta ry  fund

Ashok  
Lahiri

Sumant r a  
Ghoshal

Saumit r a  
Chaudh u ri

Raghura m  
Rajan

Ragh ur a m  
Rajan

56 balance  of  
payment  refers  
to  

Transac t ion
in  the  flow  
of  capital

transac tions  
relating  only
to  expor ts  
and  import

transac t ions  
relating  to  
receipt s  and  
payment  of  
invisibles

Systema t ic  
record  of  all  
its  economic
transac t ions  
betwee n  
residen ts  
and  with  the
rest  of  the  
world  in  a  
certain  
period

Syst e m a t i c  
record  of  all
its  eco n o m i c
transa c t i o n s
betwe e n  
reside n t s  
and  with  the
rest  of  the  
world  in  a  
certa in  
period

57 A count ry  that  
does  not  traade  
with  other  
count ries  is  
called  an  
economy

open closed indepen d e n t none  of  
these

clos e d

58 Which  of  the  
following  

The  balance
of  payments

the  balance  
of  trade

the  
exchang e  

the  terms  of  
trade

the  term s  of
trade



compa re s  the  
averag e  price  of  
export s  to  
averag e  price  of  
import s

rate

59 export s  of  goods  
is  called  trade  in  

visible  
goods  

invisible  
goods

basic  goods real  goods visibl e  
good s

60 Net  export s  
equal

export s  X 
import s

export s + i m p
orts

export s-
import s

export s  of  
services  only

export s -
import s
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SYLLA B U S 

U N I T  5: Infl a t i o n ,  U n e m p l o y m e n t  a n d  La b o u r  m a r k e t -  Infl a t i o n -  C a u s e s  of 

Risi n g  a n d  F a l li n g  Infl a t i o n ,  Infl a t i o n   a n d  In t e r e s t   Ra t e s ,  So c i a l  Co s t s  of 

Infl a t i o n -  U n e m p l o y m e n t -  N a t u r a l   Ra t e  of  Un e m p l o y m e n t ,   F ri c t i o n a l  a n d 

Wai t  Un e m p l o y m e n t .   La b o u r   M a r k e t   a n d  it s  In t e r a c t i o n   wi t h  Pr o d u c t i o n 

Sy s t e m -  P hilli p s  cu r v e ,  t h e  t r a d e - off b e t w e e n  infl a t i o n  a n d  u n e m p l o y m e n t , 

S a c r i f i c e  r a t i o ,  rol e  of ex p e c t a t i o n s  a d a p t i v e  a n d  r a t i o n a l . 
 

IN F L AT I O N 
 

Th e  p r o b l e m   of  infl a t i o n   is  a s  ol d  a s  m a r k e t   sy s t e m .   Bu t ,  a  p e r s i s t e n t , 

co n t i n u o u s    a n d    hi g h    r a t e    of   infl a t i o n — g e n e r a l l y ,    5 %    or   m o r e — h a s 

e m e r g e d   d u r i n g  t h e  po s t - Wa r  II p e r i o d  a s  t h e  m o s t  in t r a c t a b l e  e c o n o m i c 

p r o b l e m  for  bo t h  t h e o r e t i c i a n s  a n d  poli c y- m a k e r s  all  ov e r  t h e  wo r l d .  Th e 

p r o b l e m  of infl a t i o n  h a s  r e c e i v e d  a m o r e  s e r i o u s  a t t e n t i o n  si n c e  t h e  e a r l y 

1 9 7 0 s .  A co n t i n u o u s   ri s e  in  t h e  g e n e r a l  p r i c e  lev e l  ov e r  a  lon g  p e r i o d  of 

ti m e    h a s    b e e n    t h e    m o s t    co m m o n    fe a t u r e    of   bo t h    d e v e l o p e d    a n d 

d e v e l o p i n g    e c o n o m i e s .    Fo r   ex a m p l e ,    t h e   U S   is   c u r r e n t l y    fa ci n g    t h e 

p r o b l e m   of  r a t e   of  infl a t i o n   (a r o u n d   5   p e r c e n t )   ev e n   t h o u g h   t h e   US 

ec o n o m y  is  fa ci n g  r e c e s s i o n .  In d i a ,  a  fa s t  d e v e l o p i n g  n a t i o n — g r o w i n g   a t 

t h e  r a t e  of 9%  p e r  a n n u m  w a s  fa ci n g  a hi g h  r a t e  of infl a t i o n — o v e r  1 2 %  in 

t h e   2 n d   h a lf   of   2 0 0 8    w hi c h   h a d   c r e a t e d    e c o n o m i c ,   so c i a l   a n d   al s o 

poli t i c a l   p r o b l e m s    of   t h e   co u n t r y .   Pe r s i s t e n t    infl a t i o n   is   p e r h a p s    t h e 

se c o n d    m o s t    s e r i o u s    m a c r o e c o n o m i c    p r o b l e m    co n f r o n t i n g    t h e    wo r l d 

ec o n o m y  to d a y — s e c o n d   only  to  h u n g e r   a n d  pov e r t y  in  t h e  ‘thi r d  wo r l d .’ 

So m e   a u t h o r s   co n s i d e r   infl a t i o n   a s  t h e  ‘do m i n a n t   e c o n o m i c   p r o b l e m ’  in 

m o d e r n   ti m e s .  Th e  p e r s i s t e n t   infl a t i o n  a n d  t h e  p r o b l e m s   a s s o c i a t e d   wi t h 

infl a t i o n   h a v e   cl a i m e d   m o r e   a t t e n t i o n   of  t h e  e c o n o m i s t s ,   poli c y  m a k e r s 
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a n d  poli t i c i a n s   t h a n   a n y  ot h e r   m a c r o e c o n o m i c   p r o b l e m .   Thi s  h a s  le d  to 

a b o u n d i n g   in c r e a s e   in  t h e   lit e r a t u r e   on   infl a t i o n .   In   t hi s   in t r o d u c t o r y 

Ch a p t e r ,     w e     di s c u s s     t h r e e     m a i n     a s p e c t s      of     infl a t i o n — m e a n i n g , 

m e a s u r e m e n t   a n d   eff e c t s   of  infl a t i o n .   Th e  t h e o r i e s   of  infl a t i o n   a n d   t h e 

r e l a t i o n s h i p   b e t w e e n   infl a t i o n   a n d   u n e m p l o y m e n t   a r e   di s c u s s e d   in  t w o 

su b s e q u e n t  c h a p t e r s . 

Acc o r d i n g    to   Co u l b o r n ,    infl a t i o n    is   a   si t u a t i o n    of   “t o o   m u c h    m o n e y 

ch a s i n g  to o  fe w  go o d s . ”  Acc o r d i n g  to Ke m m e r e r ,  “Infl a t i o n  is ... to o  m u c h 

cu r r e n c y   in  r el a t i o n   to  p h y s i c a l   vol u m e   of  b u s i n e s s . ”   C r o w t h e r   d efi n e d 

infl a t i o n  a s ,  “a  st a t e  in wh i c h  t h e  val u e  of m o n e y  is falli n g ,  t h a t  is,  p ri c e s 

a r e  ri si n g . ”  Th e  g e n e r a l  d r a w b a c k  of t h e s e  d e fi n i t i o n s  is t h a t  t h e y  t e ll  t h e 

c a u s e   of  infl a t i o n  r a t h e r   t h a n  t elli n g  w h a t  infl a t i o n  is.  Th e  d e fi n i t i o n s  of 

t hi s   ori e n t a t i o n   do  no t   c a p t u r e   t h e   full  im p l i c a t i o n s   of  t h e   infl a t i o n a r y 

si t u a t i o n .  Be si d e s ,  d e s p i t e  b e i n g  t h e o r e t i c a l l y  u n s o u n d ,  t h e s e  d e fi n i t i o n s 

a r e  all e g e d  to  b e  of lit tl e  u s e  in  t h e  for m u l a t i o n  of  a n t i - infl a t i o n  poli c i e s , 

e s p e c i a l l y     u n d e r      m o d e r n      e c o n o m i c      co n d i t i o n s      c h a r a c t e r i z e d      by 

co m p l e x i t y  of fa c t o r s  c a u s i n g  infl a t i o n . 

Wh a t   Ra t e   of  Pri c e   Ris e   is  Infl a t i o n ?   If  on e   go e s   by  t h e   d e fi n i t i o n   of 

infl a t i o n  giv e n  by  so m e  m o d e r n  e c o n o m i s t s ,  a n y  ri s e  in  t h e  g e n e r a l  p ri c e 

lev e l  is  no t  infl a t i o n .  In  t h e i r  opi n i o n ,  only  a  ‘pe r s i s t e n t ’ ,  ‘pr ol o n g e d ’  a n d 

‘su s t a i n e d ’   a n d   a   ‘co n s i d e r a b l e ’   a n d   ‘a p p r e c i a b l e ’   ri s e   in   t h e   g e n e r a l 

p ri c e    lev e l   c a n    b e   c all e d    ‘infl a t i o n ’ .   Th o u g h    t h e    t e r m s    ‘pe r s i s t e n t ’ , 

‘pr o l o n g e d ’   a n d   ‘su s t a i n e d ’   a r e   no t   d e fi n e d  p r e c i s e l y ,   it  im p li e s   t h a t   if 

p ri c e   ri s e   is  no t   ‘pe r s i s t e n t ’ ,   p r o l o n g e d or  s u s t a i n e d ,   it  is  no t   infl a t i o n 

wh a t e v e r t h e r a t e of ri s e    in t h e g e n e r a l  p ri c e lev e l .  N o r  do t h e 

ec o n o m i s t s  sp e c i f y  wh a t  r a t e    of  p r i c e  ri s e  is  ‘co n s i d e r a b l e ’  or’ 

a p p r e c i a b l e ’  - 1%,  5% ,  1 0 % ,  2 0 %  or  wh a t  ? Th e y  do  no t  p r o v i d e  a s p e c i fi c 

a n s w e r to   t hi s   q u e s t i o n  to o . It   m a y     t h u s b e co n c l u d e d t h a t m o d e r n 

ec o n o m i s t s   do  no t  p r o v i d e  a  d e fi n i t e  a n s w e r   to  t h e  q u e s t i o n  a s  to  ‘wh a t 
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r a t e   of   inc r e a s e    in   p ri c e   ri s e   is   infl a t i o n ’ .   Ho w e v e r ,   if  on e   go e s   by 

S a m u e l s o n - No r d h a u s  d e fi n i t i o n  of infl a t i o n ,  ‘a ri s e  in  t h e  g e n e r a l  lev e l  of 

p ri c e s ’  is  infl a t i o n .  It  m e a n s  t h a t  a n y  ri s e  in  t h e  g e n e r a l  p ri c e  lev e l  ov e r 

a n d  a b o v e  t h e  b a s e y e a r   lev e l  is  infl a t i o n .  Thi s  is  t h e  co n c e p t   of  infl a t i o n 

wh i c h  is  g e n e r a l l y  u s e d  in  t h e  a n a l y s i s  of  p ri c e  b e h a v i o u r .  Fo r  in s t a n c e , 

t h e  r a t e  of  p r i c e  ri s e  in  In d i a  d u r i n g  April- M a y  2 0 0 9  w a s  b e l o w  1 %  a n d 

h a d  go n e  do w n  to  0. 1 3 %  in  t h e  la s t  w e e k  of M a y  2 0 0 9  - t h e  low e s t  in  3 0 

ye a r s . Thi s al m o s t  ze r o r a t e of   ri s e in   t h e g e n e r a l   p r i c e  w a s c all e d 

infl a t i o n in  p u b l i c r e p o r t . Thi s is t h e p r a c t i c e , in fa c t , in all  ot h e r 

co u n t r i e s  a n d  a d o p t e d   al s o  by  t h e  in t e r n a t i o n a l  o r g a n i z a t i o n s  lik e  Wo rl d 

Ba n k  a n d  IM F .  No w  a q u e s t i o n  a r i s e s  h e r e  : Wh a t  is t h e  d e s i r a b l e  r a t e  of 

infl a t i o n   ?  Th e  e c o n o m i s t s ’   poi n t   of  vie w   on  t hi s  q u e s t i o n   is  di s c u s s e d 

b e l o w .  Wh a t  is  De s i r a b l e  Ra t e  of  Infl a t i o n ?  Th e  q u e s t i o n  a s  to  w h a t  is  a 

d e s i r a b l e  r a t e  of  infl a t i o n  c a n  b e  a n s w e r e d   by  lin ki n g  it  to  t h e  e c o n o m i c 

a n d  so c i a l  n e e d s  of t h e  co u n t r y .  In g e n e r a l ,  a m o d e r a t e  r a t e  of infl a t i o n  is 

co n s i d e r e d  to  b e  d e s i r a b l e  a n d  a c c e p t a b l e  fo r  a t  le a s t  t h r e e  r e a s o n s .  (i) A 

m o d e r a t e     r a t e    of   infl a t i o n    ke e p s    t h e    e c o n o m i c    ou t l o o k    op t i m i s t i c , 

p r o m o t e s   e c o n o m i c   a c t i v i t y  a n d   p r e v e n t s   ec o n o m i c   st a g n a t i o n .   (ii)  It  is 

h e l p f u l  in  t h e  m o b i li z a t i o n  of  r e s o u r c e s   by  in c r e a s i n g   t h e  ov e r a l l  r a t e  of 

sa v i n g s   a n d  inv e s t m e n t — i n f l a t i o n a r y   fin a n c i n g   h a s ,  in  fa c t ,  b e e n   wi d e l y 

u s e d  to fin a n c e  e c o n o m i c  g r o w t h  of t h e  u n d e r d e v e l o p e d  co u n t r i e s . 

(iii)   It   is   hi s t o r i c a l l y  evi d e n t t h a t , d e s p i t e in t e r m i t t e n t d efl a t i o n , t h e 

g e n e r a l  p ri c e  lev e l  h a s  ex h i b i t e d  a ri si n g  t r e n d ,  a n d  so m e  inc r e a s e  in t h e 

g e n e r a l  p ri c e  lev e l  is in e v i t a b l e  in a dy n a m i c  a n d  p r o g r e s s i v e  e c o n o m y .  A 

r a t e  of  infl a t i o n  hi g h e r   t h a n  t h e  d e s i r a b l e   r a t e  of  infl a t i o n  is  co n s i d e r e d 

to  b e   ‘co n s i d e r a b l e ’ .   No w   t h e   q u e s t i o n a ri s e s :  Wh a t is  t h e   Mo d e r a t e 

Ra t e of Infl a t i o n ? Thi s  q u e s t i o n  c a n n o t  b e a n s w e r e d  in sp e c i f i c 

p e r c e n t a g e t e r m s   b e c a u s e d e s i r a b i l i t y  of  infl a t i o n   d e p e n d s on  t h e  n e e d 

a n d  t h e  a b s o r p t i o n   c a p a c i t y  of  a  co u n t r y   wh i c h  a r e  su b j e c t   to  va r i a t i o n 
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fro m  ti m e  to  ti m e .  Th e  c a p a c i t y  of  a  co u n t r y  to  a b s o r b   infl a t i o n  m a y  b e 

d e fi n e d  in  t e r m s  of t h e  li mi t  of t h e  p ri c e  ri s e  b e y o n d  w hi c h  t h e  e c o n o m y 

g e t s  ov e r h e a t e d   a n d  m a c r o  va r i a b l e s  lik e  sa vi n g s ,  inv e s t m e n t ,  g r o w t h  of 

ou t p u t ,    BOP   po si t i o n ,    a n d    e m p l o y m e n t    g e t    a d v e r s e l y    aff e c t e d .    Th e 

a b s o r p t i o n  c a p a c i t y ,  so  d efi n e d ,  va r i e s  fro m  co u n t r y  to  co u n t r y  a n d  fro m 

ti m e    to   ti m e    d e p e n d i n g    on   t h e i r    g r o w t h    po t e n t i a l s .    Th e r e f o r e ,    t h e 

d e s i r a b l e  limi t  o r  t h e  m o d e r a t e  limi t  of infl a t i o n  h a s  to  b e  d e t e r m i n e d  for 

e a c h  co u n t r y  a n d  fo r  diff e r e n t  p e r i o d s  of ti m e .  Th e r e  is no  d e fi n i t e  r u l e  in 

t hi s   r e g a r d .   Ho w e v e r ,   b a s e d   on   t h e   p a s t   ex p e r i e n c e ,   it  is  so m e   ti m e s 

su g g e s t e d    t h a t   1- 2   p e r c e n t    infl a t i o n   in   d e v e l o p e d    co u n t r i e s    a n d   4- 6 

p e r c e n t    infl a t i o n   in   le s s   d e v e l o p e d    co u n t r i e s    is   t h e   a p p r o p r i a t e    a n d 

d e s i r a b l e   limi t   of  m o d e r a t e   infl a t i o n .   As  r e g a r d s   t h e   d e s i r a b l e   r a t e   of 

infl a t i o n   fo r  In d i a ,  t h e  Ch a k r a v a r t y   Co m m i t t e e   (1 9 8 5 ) ,  a  Co m m i t t e e   se t 

u p  by t h e  RBI to r e v i e w  t h e  m o n e t a r y  sy s t e m  of t h e  co u n t r y ,  co n s i d e r e d  a 

4- p e r c e n t   r a t e   of  infl a t i o n   in  In d i a   so c i a l l y  d e s i r a b l e   a n d   co n d u c i v e   to 

ec o n o m i c  g r o w t h .  So m e  e c o n o m i s t s   co n s i d e r   a  low e r  r a t e  of  infl a t i o n  to 

b e   d e s i r a b l e .   “So m e   p e o p l e   w h o   r e g a r d   infl a t i o n   a s   a n   ec o n o m i c   evil 

b e li e v e  t h a t  a  p ri c e  lev e l  ri si n g  a t  a  r a t e  of a r o u n d  1. 5  p e r c e n t  ...  a s s i s t s 

in  a c h i e v i n g   a n d  m a i n t a i n i n g   full  e m p l o y m e n t   a n d  a  s a t i s f a c t o r y   r a t e  of 

g r o w t h . ”  Ho w e v e r ,  if on e  go e s  by  t h e  r e c e n t  r e c o r d  of infl a t i o n ,  infl a t i o n 

r a t e   of  1. 5  p e r c e n t   a p p e a r s   to  b e  to o  low  to  m a i n t a i n   “full  e m p l o y m e n t 

a n d  a  s a t i s f a c t o r y  g r o w t h   r a t e . ”  To  co n c l u d e ,  a  p ri c e  ri s e  of  2- 3  p e r c e n t 

p e r  a n n u m   in  t h e  d e v e l o p e d   ec o n o m y  a n d  4- 5  p e r c e n t   p e r  a n n u m   in  t h e 

d e v e l o p i n g   e c o n o m i e s   is  g e n e r a l l y   co n s i d e r e d   a s   t h e   d e s i r a b l e   r a t e   of 

infl a t i o n .   Th e r e f o r e ,   a  p ri c e   ri s e   in  ex c e s s   of  2- 3  p e r c e n t   in  d e v e l o p e d 

co u n t r i e s   a n d   4- 5  p e r c e n t   in  d e v e l o p i n g   co u n t r i e s   c a n   b e  r e g a r d e d   a s 

‘co n s i d e r a b l e ’  a n d   u n d e s i r a b l e .   Thi s  d e fi n i t i o n   m a y  no t  b e  t h e o r e t i c a l l y 

d e f e n d a b l e   b u t   it  is  e m p i r i c a l l y   d e f e n d a b l e .   Also,   it  h a s   a n   im p o r t a n t 

poli c y  im p li c a t i o n ,  i.e. ,  so  lo n g  a s  (i) t h e  g e n e r a l  lev e l  of p ri c e  ri s e s  a t  a n 
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a n n u a l   av e r a g e   r a t e   of  a  2- 3  p e r c e n t   in  d e v e l o p e d   co u n t r i e s   a n d   4- 5 

p e r c e n t    in   le s s   d e v e l o p e d    co u n t r i e s ,   a n d   (ii)   m a c r o v a r i a b l e s    a r e   no t 

a d v e r s e l y   aff e c t e d   by   t h e   p r i c e   ri s e ,   a n   a n t i- infl a t i o n a r y   poli c y   is  no t 

a d vi s a b l e   a s   it  m a y   di s t o r t   t h e   p ri c e   sy s t e m   a n d   aff e c t   a d v e r s e l y   t h e 

e m p l o y m e n t  a n d  g r o w t h  p r o c e s s .  9. 2  M e t h o d s  of M e a s u r i n g  Infl a t i o n 

Th e r e   a r e  t w o  co m m o n   m e t h o d s   of  m e a s u r i n g   infl a t i o n   :  (i)  p e r c e n t a g e 

ch a n g e   in  Pri c e  In d e x  N u m b e r s   (PI N ) ,  a n d  (ii)  ch a n g e   in  GN P  Defl a t o r . 

Th e  tw o  m e t h o d s  of  m e a s u r i n g   infl a t i o n  a r e  di s c u s s e d   b e l o w .  M e a s u r i n g 

Infl a t i o n  by  PI N  Th e  follo w i n g  fo r m u l a  is  u s e d  fo r  m e a s u r i n g   t h e  r a t e  of 

infl a t i o n  t h r o u g h  t h e  c h a n g e  in t h e  PI N . 

Th e  fo r m u l a  u s e d  fo r c al c u l a t i n g  infl a t i o n  t h r o u g h  PI N s  is a s  follo w s : 

Ra t e  of Infl a t i o n  =  PI N t - PI N t - 1/ PI N t - 1 * 1 0 0 

Wh e r e ,  PI N t  =  Pri c e  In d e x  N u m b e r  for  ye a r  t 
 

PI N t - 1 =  P ri c e  In d e x  N u m b e r  for  t h e  p r e c e d i n g  ye a r  (t- 1) 
 

Th e  m o s t  co m m o n l y  us e d   p r i c e  in d i c e s   for  c a l c u l a t i n g   infl a t i o n   t h r o u g h 
 

PI N s  a r e  a s  follo w s : 
 

( a )  Co n s u m e r   Pr i c e  In d e x  (C P I ) : 
 

Ref e r s  to  t h e  p ri c e  in d e x  t h a t  m e a s u r e s  t h e  c h a n g e  oc c u r r e d   in 

t h e  p r i c e s  of co n s u m e r  go o d s  a n d  s e r v i c e s  p u r c h a s e d  by  ho u s e h o l d s  ov e r 

a  p e r i o d  of ti m e .  Th e  Bu r e a u  of La b o r  St a t i s t i c s ,  U. S . ,  h a s  d efi n e d  CPI  a s 

“a  m e a s u r e   of t h e  av e r a g e   c h a n g e   ov e r  ti m e  in  t h e  p ri c e s  p a i d  by  u r b a n 

co n s u m e r s  fo r  a m a r k e t  b a s k e t  of co n s u m e r  go o d s  a n d  s e r v i c e s . ” 

( b )  W h o l e s a l e   Pr i c e  I n d e x  ( W P I ) : 
 

Ref e r s  to  t h e  p r i c e  in d e x  t h a t  is  u s e d  to  e s t i m a t e   t h e  av e r a g e 

ch a n g e   in  p r i c e   of  go o d s   in  w h o l e s a l e   m a r k e t .   W  PI  is  al s o   kn o w n   a s 

Pr o d u c e r s   P ri c e  In d e x  (PP I).  It  is  diff e r e n t   fro m  CPI  a s  t h e  a m o u n t   p a i d 

by co n s u m e r s  do e s  no t  co m e  di r e c t l y  to  p r o d u c e r s .  Thi s  is b e c a u s e  of t h e 

r e a s o n   t h a t  t h e  r e v e n u e   g e n e r a t e d   fro m  t h e  sa l e s  of  go o d s  a n d  se r v i c e s 

is su b j e c t  to p ri c e  su b s i d i z a t i o n ,  p r o f i t s ,  a n d  t a x e s . 
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(c)  Le t  u s  u n d e r s t a n d   t h e  co m p u t a t i o n   of  infl a t i o n  r a t e   wi t h  t h e  h e l p  of 

PI N .  S u p p o s e   CPI  of  a  co u n t r y   in  F e b r u a r y   2 0 0 7  w a s  2 0 2 . 4 1 6 ,   wh il e  in 

F e b r u a r y  2 0 0 8  w a s  2 1 1 . 0 8 0 . 

Ra t e  of Infl a t i o n  =  PI N t - PI N t - 1/ PI N t - 1 * 1 0 0 
 

Wh e r e ,  PI N t  =  2 1 1 . 0 8 0 
 

PI N t  =  2 0 2 . 4 1 6 
 

Ra t e  of Infl a t i o n  =  2 1 1 . 0 8 0 -  2 0 2 . 4 1 6  /2 0 2 . 4 1 6  * 1 0 0 
 

Ra t e  of Infl a t i o n  =  4. 2 8 % 
 

Th r o u g h   G N P  D e f l a t o r : 
 

Ap a r t  fro m  PI N ,  GN P  d e fl a t o r  is  al s o  u s e d  fo r  t h e  m e a s u r i n g   t h e  r a t e  of 

infl a t i o n .  GN P  d efl a t o r  is t h e  m e a s u r e  of p r i c e  lev e l s  of all t h e  fin a l  go o d s 

a n d  se r v i c e s  p r o d u c e d  in a n  e c o n o m y  in a s p e c i f i c  p e r i o d  of ti m e . 

Th e  fo r m u l a  u s e d  fo r t h e  c a l c u l a t i o n  of GN P  d e fl a t o r  is a s  follo w s : 

GN P  Defl a t o r  =  (N o m i n a l  GN P  ÷  Re a l  GN P )  * 1 0 0 

Wh e r e  No m i n a l  GN P  =  GN P  a t  cu r r e n t  p r i c e s 
 

Re a l  GN P  =  GN P  a t  co n s t a n t  p ri c e s 
 

Th e p e r c e n t a g e c h a n g e in GN P d efl a t o r of t w o co n s e c u t i v e ye a r s 

p r o v i d e s  t h e  r a t e  of infl a t i o n . 

Le t  u s  c al c u l a t e  t h e  r a t e  of  infl a t i o n  t h r o u g h   GN P  d e fl a t o r  wi t h  t h e  h e l p 

of  a n  ex a m p l e .   S u p p o s e   no m i n a l   GN P  of  a  co u n t r y   in  2 0 0 6 - 2 0 0 7   is  Rs. 

1 8 4 0   t h o u s a n d   c r o r e s   a n d   r e a l   GN P   is  Rs.   1 2 3 6   t h o u s a n d   c r o r e s .   In 

a d d i t i o n ,  in 2 0 0 5 - 2 0 0 6 ,  t h e  no m i n a l  GN P  is Rs. 1 5 6 0  t h o u s a n d  c r o r e s  a n d 

r e a l  GN P  is Rs. 1 1 0 0  t h o u s a n d  c r o r e s . 

No w ,  t h e  r a t e  of infl a t i o n  is c al c u l a t e d  a s  follo w s : 
 

GN P  Defl a t o r  (2 0 0 6 - 2 0 0 7 )  =  (1 8 4 0 / 1 2 3 6 ) *  1 0 0  =  1 4 9 
 

No w ,  GN P  Defl a t o r  (2 0 0 5 - 2 0 0 6 )  =  (1 5 6 0 / 1 1 0 0 )  * 1 0 0  = 1 4 2 
 

Th e r e f o r e ,   t h e   r a t e   of  infl a t i o n   in  t h e   co u n t r y   b e t w e e n   2 0 0 5 - 2 0 0 6   a n d 
 

2 0 0 6 - 2 0 0 7  wo u l d  b e  a s  follo w s : 
 

Ra t e  of Infl a t i o n  =  [(1 4 9 - 1 4 2 ) / 1 4 2 ]  *10 0 
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=  (7/ 1 4 2 ) *  1 0 0 

 

=  4. 9 % 
 

U N E M P L O Y M E N T 
 

Un e m p l o y m e n t  oc c u r s    wh e n  a p e r s o n  w h o  is   a c t i v e l y  s e a r c h i n g  for 

e m p l o y m e n t   is  u n a b l e  to  fin d   wo r k .   U n e m p l o y m e n t   is  oft e n   u s e d a s  a 

m e a s u r e of  t h e   h e a l t h   of  t h e   e c o n o m y .   Th e   m o s t   fr e q u e n t m e a s u r e  of 

u n e m p l o y m e n t is t h e   u n e m p l o y m e n t  r a t e , w hi c h   is t h e  n u m b e r  of 

u n e m p l o y e d  p e o p l e  divi d e d  by t h e  n u m b e r  of p e o p l e  in t h e  la b o r  for c e . 

Whil e t h e d e fi n i t i o n  of u n e m p l o y m e n t  is  cl e a r ,   e c o n o m i s t s divi d e 

u n e m p l o y m e n t  in t o m a n y diff e r e n t c a t e g o r i e s . Th e  tw o b r o a d e s t 

c a t e g o r i e s       of      u n e m p l o y m e n t       a r e       vol u n t a r y       a n d       inv ol u n t a r y 

u n e m p l o y m e n t .  Wh e n  u n e m p l o y m e n t  is vol u n t a r y ,  it m e a n s  t h a t  a  p e r s o n 

h a s   left   hi s   job   willi n g l y   in   s e a r c h   of   ot h e r   e m p l o y m e n t .   Wh e n   it   is 

inv ol u n t a r y ,   it  m e a n s   t h a t   a  p e r s o n   h a s  b e e n   fir e d  or  lai d  off  a n d  m u s t 

no w    loo k    for    a n o t h e r    job.    Dig g i n g    d e e p e r ,    u n e m p l o y m e n t    —   bo t h 

vol u n t a r y  a n d  invol u n t a r y  — is b r o k e n  do w n  int o  t h r e e  ty p e s . 

Fr i c t i o n a l  U n e m p l o y m e n t 
 

F ri c t i o n a l  u n e m p l o y m e n t  a r i s e s  w h e n  a p e r s o n  is in b e t w e e n  job s .  Aft e r  a 

p e r s o n   le a v e s   a  co m p a n y ,   it  n a t u r a l l y   t a k e s   ti m e   to   fin d   a n o t h e r   job , 

m a k i n g    t hi s    ty p e    of   u n e m p l o y m e n t    s h o r t - liv e d .    It   is   al s o    t h e    le a s t 

p r o b l e m a t i c   fro m   a n   e c o n o m i c   st a n d p o i n t .   Ariz o n a ,   fo r   ex a m p l e ,   h a s 

fa c e d   ri si n g   fric t i o n a l   u n e m p l o y m e n t   in  M a y  2 0 1 6 ,   d u e  to  t h e  fac t  t h a t 

u n e m p l o y m e n t   h a s   b e e n   his t o r i c a l l y   low  fo r  t h e   st a t e .   Arizo n a   ci tiz e n s 

fe e l  co n fi d e n t   le a v i n g   t h e i r   job s  wi t h   no  sa f e t y   n e t   in  s e a r c h   of  b e t t e r 

e m p l o y m e n t . 

Cy c l i c a l  U n e m p l o y m e n t 
 

Cycli c a l   u n e m p l o y m e n t   co m e s   a r o u n d   d u e   to  t h e   b u s i n e s s   cy cl e   it s e l f. 

Cycli c a l   u n e m p l o y m e n t   ri s e s   d u r i n g   r e c e s s i o n a r y   p e r i o d s   a n d   d e c l i n e s 

d u r i n g  p e r i o d s  of  ec o n o m i c  g r o w t h .  Fo r  ex a m p l e ,  t h e  n u m b e r   of  w e e k l y 
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jobl e s s  cl ai m s  in t h e  U ni t e d  St a t e s  h a s  slo w e d  in t h e  m o n t h  of Ju n e ,  a s  oil 

p ri c e s   b e g i n   to  ri s e  a n d  t h e  e c o n o m y   st a r t s   to  st a b i l i z e ,  a d d i n g   job s  to 

t h e  m a r k e t . 

S t r u c t u r a l  U n e m p l o y m e n t 
 

St r u c t u r a l   u n e m p l o y m e n t   co m e s   a b o u t   t h r o u g h   t e c h n o l o g i c a l   a d v a n c e s 

wh e n  p e o p l e  los e  t h e i r  job s  b e c a u s e  t h e i r  skill s  a r e  ou t d a t e d .  Illin oi s ,  fo r 

ex a m p l e ,    af t e r    s e e i n g    in c r e a s e d    u n e m p l o y m e n t    r a t e s    in   M a y   2 0 1 6 , 

so u g h t  to  im p l e m e n t  "st r u c t u r a l  r e f o r m s "  t h a t  will  giv e  p e o p l e  n e w  skill s 

a n d  t h e r e f o r e  m o r e  job  op p o r t u n i t i e s . 

Di f f e r e n c e s   i n  Th e o r i e s   of  U n e m p l o y m e n t 
 

M a n y  va r i a t i o n s  of t h e  u n e m p l o y m e n t  r a t e  exi s t  wi t h  diff e r e n t  d e fi n i t i o n s 

co n c e r n i n g   wh o   is  a n   "u n e m p l o y e d   p e r s o n "   a n d   wh o   is  in  t h e   "la b o r 

fo r c e . "  Fo r  ex a m p l e ,  t h e  Bu r e a u  of La b o r  St a t i s t i c s  (BLS)  co m m o n l y  ci t e s 

t h e  "U- 3"  u n e m p l o y m e n t   r a t e  a s  t h e  offici a l  u n e m p l o y m e n t   r a t e ,  b u t  t hi s 

d e fi n i t i o n   of  u n e m p l o y m e n t   do e s   no t  inc l u d e   u n e m p l o y e d   wo r k e r s   w h o 

h a v e   b e c o m e   di s c o u r a g e d   by  a  to u g h   la b o r   m a r k e t   a n d   a r e   no  lon g e r 

loo ki n g  fo r  wo r k . 

Ad di t i o n a l l y ,  va r i o u s   sc h o o l s  of  e c o n o m i c  t h o u g h t   diff e r  on  t h e  c a u s e   of 

u n e m p l o y m e n t .  Key n e s i a n  ec o n o m i c s ,  fo r  ex a m p l e ,  p r o p o s e s  t h a t  t h e r e  is 

a    "n a t u r a l    r a t e "    of   u n e m p l o y m e n t    ev e n    u n d e r    t h e    b e s t    e c o n o m i c 

co n d i t i o n s .   N e o c l a s s i c a l   e c o n o m i c s ,   on  t h e   ot h e r   h a n d ,   po s t u l a t e s   t h a t 

t h e  la b o r   m a r k e t   is  effi ci e n t   if  left  al o n e   b u t  t h a t  va r i o u s   in t e r v e n t i o n s , 

su c h  a mi n i m u m  w a g e  la w s  a n d  u ni o n i z a t i o n ,  p u t  s u p p l y  a n d  d e m a n d  ou t 

of b a l a n c e . 

Ca l c u l a t i n g   U n e m p l o y m e n t 
 

In   t h e    U ni t e d    St a t e s ,    t h e    go v e r n m e n t    r e li e s    on   a   s u r v e y    to   t r a c k 

u n e m p l o y m e n t    d a t a .   M a n y   p e o p l e   b e li e v e   t h a t   t h e   gov e r n m e n t    u s e s 

u n e m p l o y m e n t    in s u r a n c e    to   w e i g h    t h e    n u m b e r s ,    w hi c h    is n’ t   al w a y s 
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a c c u r a t e  or  co m p l e t e ,  si n c e  p e o p l e  m a y  still b e  u n e m p l o y e d  af t e r  t h e i r  EI 

 

b e n e f i t s  r u n  ou t . 
 

Th e  BLS co n d u c t s  a m o n t h l y  s u r v e y  c a ll e d  t h e  Cu r r e n t  Po p u l a t i o n  S u r v e y 

(CP S )  in  or d e r   to  m e a s u r e   t h e  n a t i o n ’ s  u n e m p l o y m e n t   r a t e .  Thi s  su r v e y 

h a s   b e e n   do n e   ev e r y   m o n t h   si n c e   1 9 4 0 .   Th e   sa m p l e   co n s i s t s   of  a b o u t 

6 0 , 0 0 0   eli g i b l e   ho u s e h o l d s ,   t r a n s l a t i n g   to   a b o u t   1 1 0 , 0 0 0   p e o p l e   e a c h 

m o n t h .  Th e  s u r v e y  c h a n g e s  on e - fou r t h  of t h e  ho u s e h o l d s  in t h e  s a m p l e  so 

t h a t  no  ho u s e h o l d  is  r e p r e s e n t e d   fo r  m o r e  t h a n  fo u r  co n s e c u t i v e  m o n t h s 

in or d e r  to s t r e n g t h e n  t h e  r e li a b i l i t y  of t h e  e s t i m a t e s . 

Th e  la b o r  m a r k e t ,  al s o  kn o w n  a s  t h e  job  m a r k e t ,  r e f e r s  to  t h e  su p p l y  a n d 

d e m a n d   for  la b o r  in  wh i c h  e m p l o y e e s   p r o v i d e  t h e  su p p l y  a n d  e m p l o y e r s 

t h e  d e m a n d .   It  is  a  m a j o r   co m p o n e n t   of  a n y  e c o n o m y   a n d  is  int r i c a t e l y 

ti e d  in wi t h  m a r k e t s  for  c a p i t a l ,  go o d s  a n d  s e r v i c e s . 

At   t h e    m a c r o e c o n o m i c    lev e l ,   s u p p l y   a n d    d e m a n d    a r e    infl u e n c e d    by 

do m e s t i c   a n d  int e r n a t i o n a l   m a r k e t   dy n a m i c s ,   a s  w ell  a s  fa c t o r s   s u c h  a s 

im m i g r a t i o n ,   t h e   a g e   of  t h e   po p u l a t i o n   a n d   e d u c a t i o n   lev e l s .   Rel e v a n t 

m e a s u r e s   inc l u d e   u n e m p l o y m e n t ,   p r o d u c t i v i t y ,  p a r t i c i p a t i o n   r a t e s ,   to t a l 

in c o m e  a n d  g r o s s  do m e s t i c  p r o d u c t  (GD P). 

At  t h e   mi c r o e c o n o m i c   lev e l ,   in di vi d u a l   fir m s   int e r a c t   wi t h   e m p l o y e e s , 

hi ri n g   t h e m ,   firi n g   t h e m   a n d   r a i s i n g   or  c u t t i n g   w a g e s   a n d   ho u r s .   Th e 

r e l a t i o n s h i p    b e t w e e n    s u p p l y    a n d    d e m a n d    infl u e n c e s    t h e    ho u r s    t h e 

e m p l o y e e   wo r k s   a n d   co m p e n s a t i o n   s h e   r e c e i v e s   in  w a g e s ,   sa l a r y   a n d 

b e n e f i t s . 

Th e  La b o r  M a r k e t  i n  M a c r o e c o n o m i c   Th e o r y 
 

Acc o r d i n g   to   m a c r o e c o n o m i c   t h e o r y ,   t h e   fa c t   t h a t   w a g e   g r o w t h   la g s 

p r o d u c t i v i t y  g r o w t h  in d i c a t e s  t h a t  su p p l y  of la b o r  h a s  ou t p a c e d   d e m a n d . 

Wh e n   t h a t   h a p p e n s ,   t h e r e   is  do w n w a r d   p r e s s u r e   on  w a g e s ,   a s  wo r k e r s 

co m p e t e  for  a sc a r c e  n u m b e r  of job s  a n d  e m p l o y e r s  h a v e  t h e i r  pi c k  of t h e 

lit t e r .  Co n v e r s e l y ,  if  d e m a n d   ou t p a c e s   s u p p l y ,  t h e r e   is  u p w a r d   p r e s s u r e 
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on  w a g e s ,  a s  wo r k e r s  h a v e  m o r e  b a r g a i n i n g  po w e r  a n d  a r e  m o r e  lik e l y  to 

b e  a b l e  to  swi t c h  to  a  hi g h e r   p a y i n g  job ,  wh il e  e m p l o y e r s   m u s t  co m p e t e 

fo r  sc a r c e  la b o r . 

So m e   fa c t o r s   c a n   infl u e n c e   la b o r   su p p l y  a n d   d e m a n d .   Fo r  ex a m p l e ,   a n 

in c r e a s e   in   im m i g r a t i o n   to   a   co u n t r y   c a n   g r o w   t h e   la b o r   s u p p l y   a n d 

po t e n t i a l l y   d e p r e s s    w a g e s ,    p a r t i c u l a r l y   if   n e w l y   a r r i v e d    wo r k e r s    a r e 

willi n g  to  a c c e p t   low e r  p a y .  An  a g i n g  po p u l a t i o n  c a n  d e p l e t e   t h e  s u p p l y 

of la b o r  a n d  po t e n t i a l l y  d r i v e  u p  w a g e s . 

Th e s e   fac t o r s    do n ' t   al w a y s   h a v e   su c h   st r a i g h t f o r w a r d    co n s e q u e n c e s , 

t h o u g h .   A  co u n t r y   wi t h   a n  a g i n g   po p u l a t i o n   will  s e e   d e m a n d   fo r  m a n y 

go o d s   a n d  s e r v i c e s   d e c li n e ,   w hi l e  d e m a n d   fo r  h e a l t h c a r e  inc r e a s e s .   No t 

ev e r y   wo r k e r   w h o  los e s   hi s  job  c a n   si m p l y  m o v e   int o  h e a l t h c a r e   wo r k , 

p a r t i c u l a r l y  if t h e  job s  in d e m a n d  a r e  hi g h l y  skill e d  a n d  sp e c i a l i z e d ,  s u c h 

a s  do c t o r s .  Fo r  t hi s  r e a s o n ,  d e m a n d  c a n  ex c e e d  su p p l y  in c e r t a i n  s e c t o r s , 

ev e n  if s u p p l y  ex c e e d s  d e m a n d  in t h e  la b o r  m a r k e t  a s  a wh o l e . 

F a c t o r s  infl u e n c i n g  s u p p l y  a n d  d e m a n d   do n ' t  wo r k  in  isol a t i o n ,  ei t h e r .  If 

it we r e n ' t  fo r  im m i g r a t i o n ,  t h e  U. S .  wo u l d  b e  a  m u c h  ol d e r ,  a n d  p r o b a b l y 

le s s  dy n a m i c  so c i e t y ,  so  w h il e  a n  infl u x  of  u n s k i ll e d  wo r k e r s   mi g h t  h a v e 

ex e r t e d    do w n w a r d     p r e s s u r e     on    w a g e s ,    it   lik e l y    offs e t    d e c l i n e s    in 

d e m a n d . 

Ot h e r  fa c t o r s  infl u e n c i n g  co n t e m p o r a r y  la b o r  m a r k e t s ,  a n d  t h e  U. S .  la b o r 

m a r k e t    in   p a r t i c u l a r ,   inc l u d e :   t h e   t h r e a t    of   a u t o m a t i o n    a s   co m p u t e r 

p r o g r a m s     g a i n    t h e    a b i li t y    to    do    m o r e    co m p l e x    t a s k s ;    t h e    eff e c t s 

of glo b a l i z a t i o n  a s   e n h a n c e d   co m m u n i c a t i o n   a n d   b e t t e r   t r a n s p o r t   link s 

all o w  wo r k  to  b e  m o v e d  a c r o s s  bo r d e r s ;  t h e  p ri c e ,  q u a l i t y  a n d  av a i l a b i l i t y 

of e d u c a t i o n ;  a n d  a w h o l e  a r r a y  of poli c i e s  su c h  a s  t h e  mi n i m u m  w a g e . 

Th e  La b o r  M a r k e t  i n  M i c r o e c o n o m i c   T h e o r y 
 

Mi c r o e c o n o m i c   t h e o r y  a n a l y z e s  la b o r  su p p l y  a n d  d e m a n d   a t  t h e  lev e l  of 

t h e   in di vi d u a l   fir m   a n d   wo r k e r .   S u p p l y ,   or   t h e   ho u r s   a n   e m p l o y e e   is 
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willi n g   to  wo r k ,   ini t i a l l y  inc r e a s e s   a s  w a g e   inc r e a s e s .   No  wo r k e r s   will 

wo r k   vol u n t a r i l y   fo r  no t h i n g   (u n p a i d   in t e r n s   a r e ,   in  t h e o r y ,   wo r k i n g   to 

g a i n   ex p e r i e n c e   a n d   in c r e a s e   t h e i r   d e s i r a b i l i t y  to  ot h e r   e m p l o y e r s )  a n d 

m o r e  p e o p l e  a r e  willi n g  to wo r k  fo r  2 0  doll a r s  a n  ho u r  t h a n  $ 5 . 

Gai n s  in  s u p p l y  m a y  a c c e l e r a t e   a s  w a g e s  in c r e a s e ,  si n c e  t h e  op p o r t u n i t y 

co s t    of   no t    wo r k i n g    a d d i t i o n a l    ho u r s    g r o w s .    Bu t   s u p p l y    m a y    t h e n 

d e c r e a s e   a t  a  c e r t a i n  w a g e  lev e l :  t h e  diff e r e n c e   b e t w e e n   $ 1 0 0 0  a n  ho u r 

a n d    $ 1 0 5 0    is   h a r d l y    no t i c e a b l e ,    a n d    t h e    hi g h l y- p a i d    wo r k e r    w h o ' s 

p r e s e n t e d    wi t h   t h e   op t i o n   of  wo r k i n g   a n   ex t r a   ho u r   or   sp e n d i n g   h e r 

m o n e y  on  lei s u r e  a c t i v i t i e s  m a y  w e ll op t  fo r  t h e  la t t e r . 

De m a n d   a t  t h e   mi c r o e c o n o m i c   lev e l  d e p e n d s   on  t w o   fa c t o r s ,   m a r g i n a l 

co s t   a n d   m a r g i n a l   r e v e n u e    p r o d u c t .   If  t h e  m a r g i n a l   co s t  of  hi ri n g   a n 

a d d i t i o n a l   e m p l o y e e ,   or   h a vi n g   exi s t i n g   e m p l o y e e s   wo r k   m o r e   ho u r s , 

ex c e e d s   t h e  m a r g i n a l  r e v e n u e   p r o d u c t ,  it  will  c u t  in t o  e a r n i n g s ,  a n d  t h e 

fir m   wo u l d   t h e o r e t i c a l l y   r e j e c t   t h a t   op t i o n .   If  t h e   op p o s i t e   is  t r u e ,   it 

m a k e s  r a t i o n a l  se n s e  to t a k e  on  m o r e  la b o r . 

N e o c l a s s i c a l   mi c r o e c o n o m i c   t h e o r i e s   of  la b o r   su p p l y   a n d   d e m a n d   h a v e 

r e c e i v e d   c ri t i c i s m   on  so m e   fro n t s .   Mo s t   co n t e n t i o u s   is  t h e   a s s u m p t i o n 

of "r a t i o n a l "   ch o i c e  m a x i m i z i n g   m o n e y   w hi l e   mi n i m i z i n g   wo r k  wh i c h   to 

cri t i c s     is     no t     only     cy n i c a l     b u t     no t     al w a y s     su p p o r t e d      by     t h e 

evi d e n c e .  Ho m o   sa p i e n s ,  u nli k e  Ho m o   e c o n o m i c s ,  m a y  h a v e   all  so r t s   of 

m o t i v a t i o n s     for    m a k i n g     sp e c i f i c     c h oi c e s .     Th e    exi s t e n c e     of    so m e 

p r o f e s s i o n s   in  t h e   a r t s   a n d   no n - p r o fi t   se c t o r   u n d e r m i n e s   t h e   no t i o n   of 

m a x i m i z i n g   u t ili t y .   Def e n d e r s   of  n e o c l a s s i c a l   t h e o r y   co u n t e r   t h a t   t h e i r 

p r e d i c t i o n s   m a y  h a v e  lit tl e  b e a r i n g   on  a  giv e n  in di vi d u a l ,  b u t  a r e  u s e f u l 

wh e n  t a k i n g  la r g e  n u m b e r s  of wo r k e r s  in a g g r e g a t e . 

P h i l l i p s  c u r v e 
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Th e   Philli p s   c u r v e   giv e n   by   A.W.   Philli p s   s h o w s   t h a t   t h e r e    exi s t   a n 

inv e r s e   r e l a t i o n s h i p   b e t w e e n   t h e  r a t e   of  u n e m p l o y m e n t   a n d  t h e  r a t e   of 

in c r e a s e  in no m i n a l  w a g e s . 

A  low e r   r a t e   of  u n e m p l o y m e n t   is  a s s o c i a t e d   wit h   hi g h e r   w a g e   r a t e   or 

infl a t i o n ,   a n d   vic e   ve r s a .   In  ot h e r   wo r d s ,   t h e r e   is  a  t r a d e o f f   b e t w e e n 

w a g e  infl a t i o n  a n d  u n e m p l o y m e n t . 

Th u s ,   d e c r e a s e   in   u n e m p l o y m e n t   le a d s   to   inc r e a s e   in   t h e   w a g e   (Fi g . 
 

1 3 . 6 ) .  Bu t  w h e n   w a g e   inc r e a s e s ,   t h e  fir m s  co s t  of  p r o d u c t i o n   inc r e a s e s 

wh i c h  le a d s  to in c r e a s e  in p ri c e .  Th e r e f o r e  it is al s o  c all e d  w a g e  infl a t i o n , 

t h a t  is, d e c r e a s e  in u n e m p l o y m e n t  le a d s  to w a g e  infl a t i o n .  (Fi g .  1 3 . 6 ) 

Thi s   s h o w s   t h a t   t h e r e   exi s t s   inv e r s e   r e l a t i o n s h i p   b e t w e e n   t h e   r a t e   of 
 

u n e m p l o y m e n t  a n d  g r o w t h  r a t e  of m o n e y  w a g e s . 
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Th e  Philli p s   Cu r v e   s h o w s   t h a t   w a g e s   a n d   p ri c e s   a d j u s t   slo w l y  to 

ch a n g e s   in  AD  d u e   to  im p e r f e c t i o n s   in  t h e   la b o u r   m a r k e t . e . g .   Ass u m e : 

Ini t i a l l y ,    t h e     ec o n o m y     is    in    e q u i l i b r i u m     wi t h     st a b l e     p ri c e s     a n d 

u n e m p l o y m e n t  a t  NR U  (U*) (Fi g .  1 3 . 7 ) 

If Mo n e y  s u p p l y  inc r e a s e s   by  1 0 % ,  wi t h  p ri c e  lev e l  co n s t a n t ,  r e a l  m o n e y 

su p p l y  (M/ P)  will  in c r e a s e .  Thi s  will  le a d  to  d e c r e a s e   in  in t e r e s t  r a t e  a n d 

t h u s  in c r e a s e   in  AD wh i c h  in  t u r n  will  le a d  to  a n  inc r e a s e   in  bo t h  w a g e s 

a n d    p ri c e s    by   1 0 %    so   t h a t    t h e    e c o n o m y    r e a c h e s    b a c k    to   t h e    full 
 

e m p l o y m e n t  e q u i l i b r i u m  lev e l  (U*) i.e .  a t  NR U . 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Th u s ,     Philli p s     c u r v e     s h o w s     t h a t     w h e n     w a g e     inc r e a s e s     by    1 0 % , 

u n e m p l o y m e n t  r a t e  will fall fro m  U* to  U1.  Thi s  will  c a u s e  t h e  w a g e  r a t e 

to   in c r e a s e ,   b u t   wh e n   w a g e   in c r e a s e s ,    p r i c e s   will   al s o   in c r e a s e    a n d 

ev e n t u a l l y  t h e  e c o n o m y   will  r e t u r n   b a c k  to  t h e  full- e m p l o y m e n t   lev e l  of 

ou t p u t  a n d  u n e m p l o y m e n t . 

Eq u a t i o n  s h o w s  t h a t  w a g e s  will inc r e a s e  only  if U <  U* 
 

Si n c e      Philli p s      c u r v e      s h o w s      a     t r a d e o f f     b e t w e e n      infl a t i o n      a n d 

u n e m p l o y m e n t   r a t e ,   a n y   a t t e m p t   to  solv e   t h e   p r o b l e m   of  infl a t i o n   will 

le a d   to   a n   in c r e a s e    in   t h e   u n e m p l o y m e n t .    Si m il a r l y ,   a n y   a t t e m p t    to 

d e c r e a s e    u n e m p l o y m e n t    will   a g g r a v a t e    infl a t i o n .    Th u s ,    t h e    n e g a t i v e 

slo p e d   P hilli p s  Cu r v e  s u g g e s t e d   t h a t  t h e  poli c y  m a k e r s   in  t h e  s h o r t  r u n 

co u l d  ch o o s e  diff e r e n t  co m b i n a t i o n s  of u n e m p l o y m e n t  a n d  infl a t i o n  r a t e s . 
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In t h e  lo n g  r u n ,  ho w e v e r ,  p e r m a n e n t  u n e m p l o y m e n t  – infl a t i o n  t r a d e o f f  is 

no t  po s s i b l e   b e c a u s e   in  t h e  lo n g  r u n   Philli p s  c u r v e   is  ve r t i c a l .  Si n c e   in 

t h e  s h o r t  r u n  AS c u r v e  (P hi lli p s  Cu r v e )  is  q u i t e  fla t ,  t h e r e f o r e ,  a  t r a d e o f f 

b e t w e e n   u n e m p l o y m e n t   a n d  infl a t i o n  r a t e  is  po s s i b l e .  It  offe r s  t h e  poli c y 

m a k e r s   to  c h o o s e   a  co m b i n a t i o n   of  a p p r o p r i a t e   r a t e   of  u n e m p l o y m e n t 

a n d  infl a t i o n . 

Th e  Tr a d e - Off  b e t w e e n   In f l a t i o n  a n d  U n e m p l o y m e n t . 
 

A.   W.   P hilli p s ,    in    hi s    r e s e a r c h     p a p e r    p u b l i s h e d    in    1 9 5 8 , 

in di c a t e d  a n e g a t i v e  st a t i s t i c a l  r e l a t i o n s h i p  b e t w e e n  t h e  r a t e  of ch a n g e  of 

m o n e y  w a g e  a n d  t h e  u n e m p l o y m e n t  r a t e .  It w a s  al s o  s h o w n  t h a t  a si mi l a r 

n e g a t i v e   r e l a t i o n s h i p   hol d s   for  r a t e   of  ch a n g e   of  p r i c e s   (i. e. ,  infl a t i o n ) 

a n d   t h e  u n e m p l o y m e n t   lev e l .  Thi s  r el a t i o n   is  u s u a l l y  g e n e r a l i z e d   in  t h e 

Philli p s  Cu r v e . 

Philli p s  Cu r v e  d r a w n   in  Fi g .  1 1 . 8  s h o w s  t h a t  a s  t h e  u n e m p l o y m e n t   lev e l 

ri s e s  t h e  r a t e  of infl a t i o n  fall s . 

Ze r o  r a t e   of  infl a t i o n   c a n  onl y  b e  a c h i e v e d   wi t h  a  hi g h  po s i t i v e  r a t e   of 

u n e m p l o y m e n t   of,  s a y ,  5  p. c . ,  or  n e a r - full  e m p l o y m e n t   sit u a t i o n   c a n   b e 

a t t a i n e d   only  a t   t h e   co s t   of  hi g h   r a t e   of  infl a t i o n . T h u s ,   t h e r e   exi s t s   a 

t r a d e - off  b e t w e e n   infl a t i o n   a n d   u n e m p l o y m e n t : T h e   hi g h e r   t h e   infl a t i o n 

r a t e ,  t h e  low e r  is t h e  u n e m p l o y m e n t  lev e l . 
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Thi s  P hilli p s  Cu r v e  r e l a t i o n  po s e s  a  dil e m m a   to  t h e  poli c y  m a k e r s .  If t h e 

obj e c t i v e   of  p r i c e   st a b i l i t y  is  to  b e  a t t a i n e d ,   t h e  co u n t r y   m u s t   a c c e p t   a 

hi g h     u n e m p l o y m e n t     r a t e     or     if    t h e     co u n t r y     d e s i g n s     to     r e d u c e 

u n e m p l o y m e n t ,  it will h a v e  to s a c r i f i c e  t h e  obj e c t i v e  of p ri c e  st a b i l i t y . 

Ho w e v e r ,   to w a r d s   t h e  e n d   of  t h e   1 9 6 0 s ,   t h e   st a b l e   r e l a t i o n s h i p 

b e t w e e n   t h e  t w o  b e g a n   to  loo k  u n s t a b l e  a s  u n e m p l o y m e n t ,   w a g e s ,  p ri c e 

all  b e g a n   to  ri s e .  All  t h e s e   d e v e l o p m e n t s   r e s u l t e d   in  t h e   e m e r g e n c e   of 

n e w e r     t h e o r i e s     a n d ,    h e n c e ,     ec o n o m i c     poli c i e s . A n y w a y ,    t h e    poli c y 

co n c l u s i o n s   g e n e r a t e d   by  t h e  Philli p s  Cu r v e  los t  r el e v a n c e   in  t h e  1 9 7 0 s 

a n d  1 9 8 0 s  w h e n  bo t h  infl a t i o n  a n d  u n e m p l o y m e n t  ro s e .  Thi s  su g g e s t s  t h e 

di s a p p e a r a n c e    of   t r a d e - off   b e t w e e n    infl a t i o n    a n d    u n e m p l o y m e n t    a s 

e n vi s a g e d    by   A.W.   Philli p s .    Mo n e t a r y    ec o n o m i s t    h e a d e d    by   Mil t o n 

F ri e d m a n  c h a l l e n g e d  t h e  co n c e p t  of st a b l e  r e l a t i o n s h i p  b e t w e e n  infl a t i o n 

a n d  u n e m p l o y m e n t  a s  sh o w n  in Fi g .  1 1 . 8 . 

Acc o r d i n g    to   F r i e d m a n    su c h   t r a d e - offn e g a t i v e   slo p i n g   Philli p s 

Cu r v e  c a n  exi s t  in  t h e  sh o r t  r u n  a t  le a s t ,  b u t  no t  in  t h e  lo n g  r u n .  In  t h e 

sh o r t   r u n ,   Philli p s   Cu r v e   m a y   shif t  ei t h e r   in  t h e   u p w a r d   or  do w n w a r d 

di r e c t i o n  a s  t h e  r e l a t i o n s h i p  b e t w e e n  t h e s e  t w o  m a c r o e c o n o m i c  va ri a b l e s 
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is no t  st a b l e .  On  t h e  ot h e r  h a n d ,  in  t h e  lo n g  r u n ,  a c c o r d i n g  to  F ri e d m a n , 

no  t r a d e - off exi s t s  b e t w e e n  infl a t i o n  a n d  u n e m p l o y m e n t . 

Re g a r d i n g    s hif t i n g    of   t h e   Philli p s   Cu r v e ,   F ri e d m a n    co n s i d e r s 

infl u e n c e    of   t h e   ‘ex p e c t a t i o n s ’   on   infl a t i o n .   Thi s   is   c a ll e d    t h e o r y    of 

a d a p t i v e    ex p e c t a t i o n s — e x p e c t a t i o n s    t h a t    a r e    al t e r e d    or   ‘ad a p t e d ’    to 

ex p e r i e n c e d  ev e n t s .  In  t h e  s h o r t  r u n ,  p e o p l e  m a k e  inc o r r e c t  ex p e c t a tio n s 

of t h e  p ri c e  c h a n g e s  b e c a u s e  of in c o m p l e t e  info r m a t i o n . 

Th a t  is wh y  a t r a d e - off r e l a t i o n s h i p  e m e r g e s .  Bu t ,  in t h e  lon g  r u n , 

a c t u a l    a n d    ex p e c t e d     p ri c e    ch a n g e s     b e c o m e     e q u a l    a s    ex p e c t a t i o n 

r e g a r d i n g     p ri c e     c h a n g e s     t e n d     to    b e c o m e     r a t i o n a l .     Thi s    r a t i o n a l 

ex p e c t a t i o n s  vie w  s u g g e s t s  t h a t  p e o p l e  g u e s s  t h e  fut u r e  e c o n o m i c  ev e n t s 

co r r e c t l y . 

Th u s   t h e   im p a c t   of  ex p e c t a t i o n s ,   wh e t h e r   a d a p t i v e   or  r a t i o n a l , 

h a s   a n   im p o r t a n t    b e a r i n g    on   t h e   r e l a t i o n s h i p    b e t w e e n    infl a t i o n   a n d 

u n e m p l o y m e n t   r a t e .  It  is  b e c a u s e   of  ex p e c t a t i o n ,  F ri e d m a n   a r g u e s ,   t h a t 

t h e r e  is no  t r a d e - off b e t w e e n  infl a t i o n  a n d  u n e m p l o y m e n t  in t h e  lon g  r u n . 

To  ex p l a i n  F r i e d m a n ’ s   lon g  r u n  Philli p s  c u r v e ,  w e  n e e d   to  le a r n 
 

t h e    co n c e p t    of   ‘na t u r a l    r a t e    of    u n e m p l o y m e n t ’ .    Un e m p l o y m e n t     is 
 

‘n a t u r a l ’  w h e n  so m e  p e o p l e  do  no t  w a n t  to  wo r k  a t  t h e  goi n g  w a g e  r a t e 

or   t h e i r   s e r v i c e s   a r e   no   lo n g e r   r e q u i r e d .   Lo n g   r u n   Philli p s   Cu r v e   h a s 

b e e n  s h o w n  in Fi g .  1 1 . 9 . 
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In  t hi s   Fi g u r e ,   OA  t h e   ‘na t u r a l   r a t e   u n e m p l o y m e n t ’   is  a s s o c i a t e d   wit h 

ze r o  infl a t i o n .  Th e  c u r v e  SR P C 1  is  t h e  sh o r t  r u n  Philli p s  Cu r v e  s h o w i n g 

low   o r   ze r o   ex p e c t e d   infl a t i o n .   Fo r   obvi o u s   r e a s o n s ,   SR P C 3   d e s c r i b e s 

hi g h  ex p e c t e d   infl a t i o n .  As  p e o p l e ’ s  ex p e c t a t i o n s   r e g a r d i n g   fut u r e   p r i c e 

lev e l  c h a n g e s ,  sh o r t  r u n  Philli p s  Cu r v e  s hif t s  u p w a r d s  s h o w i n g  t r a d e - offs 

b e t w e e n  infl a t i o n  a n d  u n e m p l o y m e n t . 

Si n c e ,    in   t h e    lo n g    r u n ,    ex p e c t e d    infl a t i o n    m a t c h e s    wit h    t h e    a c t u a l 

infl a t i o n ,   t h e   lon g   r u n   Philli p s   C u r v e   LRPC   b e c o m e s    ve r t i c a l   a t   t h e 

‘n a t u r a l  r a t e  of u n e m p l o y m e n t ’ .  It follo w s  t h e n  t h a t ,  in t h e  lon g  r u n  t h e r e 

is  no  t r a d e - off.  In  t h e   lon g   r u n   a n y   r a t e   of  infl a t i o n   c a n   oc c u r   wi t h   a 

n a t u r a l   r a t e   of  u n e m p l o y m e n t   or  t h e  ‘no n-  a c c e l e r a t i n g - infl a t i o n   r a t e   of 

u n e m p l o y m e n t ’  (NAIR U ) . 

SAC R I F I C E  RATI O 
 

Th e  s a c r i f i c e  r a t i o  is a n  e c o n o m i c  r a t i o  t h a t  m e a s u r e s  t h e  eff e c t  of ri si n g 

a n d  falli n g  infl a t i o n  on  a  co u n t r y ' s  to t a l  p r o d u c t i o n  a n d  ou t p u t .  Co s t s  a r e 

a s s o c i a t e d   wi t h  t h e  slo wi n g  of  ec o n o m i c  ou t p u t  in  r e s p o n s e   to  a  d r o p  in 

infl a t i o n .   Wh e n   p ri c e s   fall,  co m p a n i e s   a r e   le s s   inc e n t i v i z e d   to  p r o d u c e 

go o d s   a n d   m a y  cu t  b a c k   on  p r o d u c t i o n .   Th e  r a t i o  m e a s u r e s   t h e  los s  in 

ou t p u t  p e r  e a c h  1%  c h a n g e  in infl a t i o n .  By ex a m i n i n g  a co u n t r y ' s  hi s t o r i c 
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sa c r i f i c e   r a t i o s   t h r o u g h ti m e ,  a  go v e r n i n g   bo d y  c a n  p r e d i c t   w h a t   eff e c t 

 

t h e i r  poli ci e s  will h a v e  on  t h e  co u n t r y ' s  ou t p u t . 
 
 
 
 
 
 
 
 
 

Or  S a c r i fi c e  Ra t i o  =  Los s  of lev e l  of ou t p u t / E v e r y  p e r c e n t a g e   fall  in  r a t e 

of infl a t i o n 

Du e  to  infl a t i o n ,  a g g r e g a t e   d e m a n d   (AD)  fall s  a n d  t h e r e f o r e  ou t p u t  fall s. 

Th e r e  is los s  of ou t p u t . 

Fo r  Ex a m p l e : I n f l a t i o n  r a t e  is d e c r e a s e d  fro m  1 0  to 4%  ov e r  3 ye a r s  a t  t h e 

co s t    of   ou t p u t    1 0 % ,    8 %    a n d    6%    b e l o w    t h e    po t e n t i a l    ou t p u t    (full 

e m p l o y m e n t )  in fir s t ,  s e c o n d  a n d  t hi r d  ye a r ,  r e s p e c t i v e l y . 

S a c r i f i c e  R a t i o  in  In d i a  Si n c e  ti m e  s e r i e s  d a t a  on  u n e m p l o y m e n t   r a t e  is 

no t  av a i l a b l e  in  In d i a ,  w e  c a n  ex a m i n e  only  t h e  infl a t i o n - ou t p u t  t r a d e - off. 

Fo r  t hi s  p u r p o s e ,  w e  co n s i d e r   t h e  p e r i o d  of  t h e  la s t  3 2  ye a r s f r o m   1 9 8 0 - 

8 1  to  2 0 1 1 - 1 2 .  W e n e e d  to  ex a m i n e  t h e  d a t a  on  infl a t i o n ,  g r o w t h  in b r o a d 

m o n e y  (M 3 )  a n d  fis c a l  d e fi ci t  a s  a  p e r c e n t a g e   of  GDP  ov e r  t h e  p e r i o d  to 

id e n t i f y  e p i s o d e s   of  d e li b e r a t e   di si n f l a t i o n   a n d  infl a t i o n   in  r e c e n t   ye a r s . 

Alt h o u g h   it  is  all e g e d   by  Ka p u r   a n d   P a t r a   (2 0 0 3 )   t h a t   in  su c h   a  di r e c t 

a p p r o a c h ,    t h e   c h o i c e   a b o u t    t h e   le n g t h    of   t h e   e p i s o d e s    is   a r b i t r a r y , 

a c t u a l l y  it  is  oft e n  po s s i b l e  to  jus t i f y  t h e  le n g t h   of  t h e  e p i s o d e   fro m  t h e 

d a t a  only  a n d  h e n c e  wo u l d  no t  b e  a r b i t r a r y . 

Th e o r i e s   o f  e x p e c t a t i o n s   fo r m a t i o n   i n  e c o n o m i c   t h e o r y . 

Th e o r y  1  Co b w e b  M o d e l : 

As a  m o d e l  of ex p e c t a t i o n ,  t h e  ‘Co b w e b  Mo d e l’  of a  m a r k e t  is  fa m i li a r  to 

p r a c t i c a l l y   all  st u d e n t s   of  e c o n o m i c s . W h i l e   t hi s   m o d e l   is  k n o w n   a s   a n 

ex a m p l e   of  dy n a m i c s   a n d   m a r k e t   st a b i l i t y ;  it  is  t h e   fir s t  fo r m u l a t i o n   of 

ex p e c t a t i o n s  in a n  e c o n o m i c  m o d e l . 
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It, t h u s ,  m a k e s  a u s e f u l  st a r t i n g  poi n t .  Th e  e s s e n c e  on  t h e  Co b w e b  Mo d e l 

is   so m e   d e l a y   b e t w e e n    t h e   for m a t i o n    of   p r o d u c t i o n    pl a n s   a n d   t h e i r 

r e a l i z a t i o n . 

It   is,   t h e r e f o r e ,   oft e n   a p p l i e d   to   a g r i c u l t u r a l   m a r k e t s ,   wh e r e   fa r m e r s 

d e c i d e  in  on e  s e a s o n  ho w  m u c h  la n d  to  pl a n t  u n d e r  a  c r o p  wh i c h  will  b e 

h a r v e s t e d   in  t h e   follo w i n g   s e a s o n .   It  is  onl y  a t  t h e  ti m e   of  t h e   h a r v e s t 

t h a t  t h e  a c t u a l  q u a n t i t y  of t h e  cr o p  av a i l a b l e  (t h e  a c t u a l  s u p p l y )  is k n o w n 

a n d  t h e  p ri c e  wh i c h  p r e v a i l s  is t h e  on e  w hi c h  cl e a r s  t h e  m a r k e t .  Bu t  ho w 

do e s  t h e  fa r m e r  d e c i d e  ho w  m u c h  la n d  to  pl a n t  u n d e r  a c r o p ?  In  or d e r  to 

m a k e  t hi s  d e c i s i o n  h e  h a s  to fo r m  so m e  ex p e c t a t i o n s  of t h e  p r i c e  t h a t  will 

p r e v a i l  w h e n  t h e  c r o p  is r e a d y ,  h a r v e s t e d  a n d  m a r k e t e d . 

Th e  fa r m e r  will  b a s e  hi s  ex p e c t a t i o n s  of fut u r e  p ri c e s  on  t h e  p ri c e  r ul i n g 

a t  t h e  ti m e  of pl a n t i n g  t h e  cr o p s .  Si n c e  all  t h e  fa r m e r s  t hi n k  a n d  b e h a v e 

in t h e  s a m e  m a n n e r ,  t h e  m o d e l  p r e d i c t s  t h a t  ye a r  of ‘gl u t’  (pl e n t y )  will b e 

follo w e d  by  a  ye a r  of ‘sc a r c i t y’;  a g a i n  follo w e d  by  a n o t h e r   ye a r  of pl e n t y 

a n d  so  on  in t h e  fa m il i a r  Co b w e b  fa s h i o n  (a  fe a t u r e  t h a t  giv e s )  t h e  m o d e l 

it s  n a m e . 

 
 
Un d e r     c e r t a i n     co n d i t i o n s ,     t h e     os c ill a t i o n s     will    co n v e r g e     to w a r d s 

e q u i l i b r i u m  u n d e r   ot h e r  co n d i t i o n s ,  t h e s e  m a y  div e r g e .  Bu t ,  t h e  Co b w e b 

Mo d e l   do e s   no t   a t t r a c t   m u c h   e m p i r i c a l   s u p p o r t   si n c e   it  a s s u m e s   t h a t 

fa r m e r s   co n d u c t   t h e i r   b u s i n e s s   in  a  m o s t   n a i v e   m a n n e r ,   b e c a u s e   t h e i r 

b e h a v i o u r   ig n o r e s   t h e  im p a c t  of  si m il a r  a c t i o n s  of  all  t h e  ot h e r   fa r m e r s . 

Ag ai n ,  ev e n  if t h e y  a r e  no t  s m a r t  e n o u g h  to  co n s i d e r   t h e  im p a c t  of  t h e i r 

joi n t   a c t i o n s ,   on e   mi g h t   w el l   ex p e c t   t h e   fa r m e r s    to   le a r n   fro m   t h e i r 

ex p e r i e n c e  a n d  to b e n e f i t  fro m  t h a t . 

Th e  Co b w e b   Mo d e l  follo w s  a  r e g u l a r   p a t t e r n ,   n a m e l y - ov e r  s u p p l y- u n d e r 

su p p l y  ov e r  s u p p l y-  u n d e r  su p p l y .  Th e  a s s u m p t i o n s  of t h e  Co b w e b  m o d e l 

do  no t  allo w  a n y  le a r n i n g   on  t h e  p a r t  of  t h e  fa r m e r s   a n d  t h e r e f o r e   a s  a 
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Mo d e l   of   ex p e c t a t i o n s ,    t h e   Co b w e b    Mo d e l   is   u n s a t i s f a c t o r y .   De s p i t e 

t h e s e  limi t a t i o n s  t h e  m o d e l  do e s  illu s t r a t e  t h e  im p o r t a n c e  of ex p e c t a t i o n s 

a n d  hi g h l i g h t s  t h e  a d v a n t a g e s  of al t e r n a t e  m o d e l  of ex p e c t a t i o n s . 

Th e o r y  2  Ex t r a p o l a t i v e  Ex p e c t a t i o n s : 
 

In  a n  a t t e m p t   to  ov e r c o m e   t h e  limi t a t i o n s   (n a i v e t y )  of  Co b w e b   Mo d e l s , 

M e t z l e r   (1 9 4 1 )   in t r o d u c e d    t h e   id e a   of  ex t r a p o l a t i v e   ex p e c t a t i o n s .   H e 

r e a s o n e d   t h a t  fu t u r e   ex p e c t a t i o n s   s h o u l d  b e  b a s e d   no t  only  on  t h e  p a s t 

lev e l  of  a n  e c o n o m i c   va r i a b l e ,   b u t   al s o  on  it s  di r e c t i o n   of  c h a n g e .   Th e 

ex t r a p o l a t i v e  ex p e c t a t i o n s  in  a n y  p e r i o d  is  e q u a l  to  t h e  p r i c e  lev e l  in  t h e 

p r e v i o u s  p e r i o d  pl u s  (or  mi n u s )  so m e  p r o p o r t i o n   of  t h e  c h a n g e   b e t w e e n 

t h e  p r e v i o u s  t w o  p e r i o d s . 
 

In   t hi s   w a y   ex t r a p o l a t i v e   m e c h a n i s m    allo w s   fo r   m o r e   va ri e t y   in   t h e 

b e h a v i o u r   of  t h e   m o d e l ,   w hi c h ,   in  t u r n ,   d e p e n d s   u p o n   t h e   u n d e r l y i n g 

ec o n o m i c  st r u c t u r e   of  t h e  m o d e l .  Ext r a p o l a t i v e  ex p e c t a t i o n s ,  t h u s ,  m a k e 

it cl e a r  t h a t  t h e  st r u c t u r e   of t h e  m o d e l  pl a y s  a  ve r y  im p o r t a n t  p a r t  in t h e 

a p p r o p r i a t e  ex p e c t a t i o n s  m e c h a n i s m . 

A  m o r e    so p h i s t i c a t e d    ve r s i o n    of   t hi s   m o d e l   w a s   p r o p o s e d    by   Hi c k s 

(1 9 4 6 ) .  Hic k s’  ori g i n a l  Mo d e l  a s s e r t e d   t h a t  t h e  ex p e c t e d   r a t e  of infl a t i o n 

e q u a l s  t h e  c u r r e n t   infl a t i o n  r a t e  pl u s  a n  a dj u s t m e n t   fac t o r  w hi c h  allo w s 

fo r  t h e  r a t e  of c h a n g e  of infl a t i o n . 

In  ot h e r   wo r d s ,   p e o p l e   a r e  fo r m i n g   t h e i r   ex p e c t a t i o n s   no t  si m p l y  a b o u t 
 

t h e  r a t e  of infl a t i o n ,  b u t  al s o  t h e  r a t e  of c h a n g e  of t h a t .  Thi s  is b a s i c a l l y  a 

se c o n d   or d e r   ex p e c t a t i o n s   m e c h a n i s m ,   a n d   a s  su c h   s e e m s   r a t h e r   ov e r - 

so p h i s t i c a t e d   for  ti m e s   of  no r m a l   infl a t i o n .   Si n c e   Hi c k s  wr o t e   t h e  t e r m 

ex t r a p o l a t i v e    hy p o t h e s i s    h a s    b e e n    us e d    to   d e s c r i b e    a n y   m e t h o d    of 

ex p e c t a t i o n   fo r m a t i o n   w h i c h   is  b a s e d   u p o n   a  di s t r i b u t e d   la g   of  a c t u a l 

p ri c e s . 

 
 
Th e o r y  3  Ad a p t i v e  Ex p e c t a t i o n s : 
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Yet   a n o t h e r    a p p r o a c h    to   ex p e c t a t i o n s    for m a t i o n ,    w h i c h   c a n   al s o   b e 

vie w e d   a s   a  s p e c i a l   c a s e   of  t h e   ex t r a p o l a t i v e   hy p o t h e s i s   h a s   co m e   to 

do m i n a t e   m u c h   of  t h e  wo r k   do n e   on  ex p e c t a t i o n s .   Thi s  is  t h e   a d a p t i v e 

ex p e c t a t i o n s   hy p o t h e s i s ,  fir s t  p u t  fo r w a r d   by  Ca g a n   (1 9 5 6 )  a n d  N e r i o v e 

(1 9 5 8 ) .  It st a t e s  t h a t  ex p e c t a t i o n s  a r e  r e vi s e d  in a c c o r d a n c e  wi t h  t h e  la s t 

fo r e c a s t i n g     e r r o r ;    h e n c e     it s    al t e r n a t i v e     n a m e ,    t h e    e r r o r     le a r n i n g 

hy p o t h e s i s . 

Ano t h e r   va r i a t i o n   of  t h e   ex t r a p o l a t i v e   t h e m e ,   wh i c h   h a s  r e c e i v e d   so m e 

p r o m i n e n c e     r e c e n t l y ,    is    t h e    r e g r e s s i v e    (eff e c t - c a u s e    r e l a t i o n s h i p ) — 

ex t r a p o l a t i v e    ex p e c t a t i o n s    hy p o t h e s i s .   Thi s   w a s   fir s t   p u t   for w a r d    by 

Du e s e n b e r r y  (1 9 5 8 )  a n d  ex p a n d e d  by Mo d i g l i a n i  a n d  S u t c h  (1 9 6 6 ) . 

Th e y   s u g g e s t    t h a t   t h e r e    mi g h t   b e   bo t h   ex t r a p o l a t i v e   a n d   r e g r e s s i v e 

el e m e n t s   p r e s e n t   in  t h e  p r o c e s s   by  wh i c h  ex p e c t a t i o n s   a r e  fo r m e d .   Th e 

la t t e r   im p l i e s   a  r e v e r s i o n   of  ex p e c t a t i o n s   to w a r d s   a  lon g   r u n   ‘no r m a l ’ 

lev e l ,  wh i c h  m a y  in  it s e l f  b e  giv e n  p a r a m e t e r   of  t h e  sy s t e m ,  or  a  la g g e d 

fu n c t i o n  of  a c t u a l  p r i c e  c h a n g e s ,  w h e r e  t h e  la g  m a y  ex t e n d  ov e r  s e v e r a l 

ye a r s .   In  t h e   la t t e r   c a s e ,   t h e   hy p o t h e s i s   on c e   m o r e   b e c o m e s   a  sp e c i a l 

c a s e  of t h e  g e n e r a l  ex t r a p o l a t i v e  hy p o t h e s i s . 

Thi s  m e c h a n i s m   of  a d a p t i v e   ex p e c t a t i o n s   fo r m a t i o n   is  m o r e   fr e q u e n t l y 

u s e d  in e c o n o m i c s .  Acc o r d i n g  to  t hi s  m e c h a n i s m  of a d a p t i v e  ex p e c t a t i o n s 

a g e n t s   r e vi s e  t h e i r  ex p e c t a t i o n s   in  e a c h  p e r i o d  a c c o r d i n g   to  t h e  d e g r e e 

of   e r r o r    in    t h e i r    p r e v i o u s    ex p e c t a t i o n s — h e n c e     t h e    n a m e    a d a p t i v e 

ex p e c t a t i o n s .  Th e  sp e e d  a t  w h i c h  t h e  ex p e c t a t i o n s  a d j u s t  to  p a s t  e r r o r  is 

c all e d    t h e    co e ffi ci e n t    of   a d a p t a t i o n s .    Thi s   co e ffi c i e n t    m a y    flu c t u a t e 

b e t w e e n   ze r o   a n d   on e .   Th u s ,   wi t h   a d a p t i v e   ex p e c t a t i o n s ,   t h e   ex p e c t e d 

val u e   in  t h e   n e x t   p e r i o d   is  e q u a l   to   t h e   ex p e c t a t i o n s   fo r   t h e   cu r r e n t 

p e r i o d  pl u s  or  mi n u s  a  p r o p o r t i o n  of t h e  e r r o r  in  t h e  ex p e c t a t i o n s  for  t h e 

cu r r e n t  p e r i o d . 
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Un t il   t h e   id e a   of   r a t i o n a l   ex p e c t a t i o n s   w a s   int r o d u c e d    in   e c o n o m i c s , 

a d a p t i v e   ex p e c t a t i o n s   w e r e   t h e   m o s t   co m m o n   m e t h o d   of  for m u l a t i n g 

ex p e c t a t i o n s    in   e c o n o m i c s .    It s   po p u l a r i t y   w a s   d u e   to   it s   co n c e p t u a l 

si m p l i c i t y  a n d  t h e  e a s e  wi t h  w hi c h ,  it  co u l d  b e  im p l e m e n t e d   e m p i r i c a l l y . 

St a t i s t i c a l   e s t i m a t e s   for  t h e  co e ffi c i e n t   of  a d a p t i v e   ex p e c t a t i o n s   c a n  b e 

e a s i l y  ob t a i n e d . 

 
 
Mo r e o v e r ,   a c c o r d i n g   to  Ca r t e r   a n d   M a d d o c k   t h e  a d a p t i v e   b e h a v i o u r   in 

t h e  fa c e  of  a n  u n c e r t a i n   e n vi r o n m e n t   a p p e a r s   in t u i t i v e l y  ve r y  pl a u s i b l e 

a n d  a p p e a l i n g .  Ad a p t i v e  ex p e c t a t i o n s   m o d e l  wo r k e d   w e ll  in  a  cli m a t e   in 

wh i c h   t h e   c h a n g e   w a s   g r a d u a l — a   c h a r a c t e r i s t i c s   of  t h e   1 9 5 0 s   a n d   t h e 

1 9 6 0 s  wh e n  t h e  infl a t i o n  r a t e s   w e r e  low  a n d  r e l a t i v e l y  st a b l e  a n d  w h e n 

infl a t i o n   r a t e s   u n d e r w e n t   fa s t   c h a n g e s   a n d   inc r e a s e d   r a p i d l y ,   a d a p t i v e 

fo r e c a s t s  w e r e  left  b e h i n d . 

Th u s ,    a d a p t i v e    ex p e c t a t i o n s    a r e    eff e c t i v e    w h e n    t h e    va r i a b l e    b e i n g 

fo r e c a s t   is  r e a s o n a b l y  st a b l e ,  b u t  a d a p t i v e  ex p e c t a t i o n s ’  a r e  of  lit t l e  u s e 

in     for e c a s t i n g      t r e n d s .      Mo r e o v e r ,      t h e r e      m a y     b e     a d d i t i o n a l      or 

su p p l e m e n t a r y   info r m a t i o n   av a i l a b l e   to  t h e  for e c a s t e r   w h i c h  is  a  hi g h l y 

r e l e v a n t   to  t h e  va r i a b l e   b ei n g   fo r e c a s t   fo r  ex a m p l e   kn o w l e d g e   of  w h i c h 

p a r t y   h a s   wo n   a  g e n e r a l   el e c t i o n   m a y   b e   u s e d   to  for e c a s t   t h e   r a t e   of 

infl a t i o n  w hi c h  is ot h e r w i s e  b a s e d  only  on  p a s t  p ri c e  d a t a . 

M e c h a n i c a l     a p p l i c a t i o n     of     a n     a d a p t i v e     ex p e c t a t i o n s      m e c h a n i s m , 

t h e r e f o r e ,    do e s   no t   e s s e n t i a l l y   m a k e    t h e   b e s t   u s e   of   all   t h e   sc a r c e 

info r m a t i o n   av a i l a b l e .  It  is  fo r  t hi s  r e a s o n   t h a t   t hi s  m e c h a n i s m   a s  a  fo r 

c a s t e r    of   e c o n o m i c    b e h a v i o u r    is   no t   ve r y   d e p e n d a b l e .    U n d e r    so m e 

p e c u l i a r     ci r c u m s t a n c e s ,     it    h a s     b e e n     ob s e r v e d     t h a t     t h e     a d a p t i v e 

ex p e c t a t i o n s    m e c h a n i s m    p e r f o r m s    po o r l y .   Ra t h e r    t h a n   co n v e r g i n g    to 

ze r o ,  t h e  ex p e c t a t i o n s  e r r o r s  in c r e a s e d  fro m  ye a r  to ye a r . 

Th e o r y  4  Ra t i o n a l  Ex p e c t a t i o n s : 
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Th e  n a i v e  Co b w e b  m o d e l  of ex p e c t a t i o n s  a n d  ex t r a p o l a t i v e  a n d  a d a p t i v e 

m e c h a n i s m s   of  ex p e c t a t i o n s   s uff e r  fro m  a  co m m o n   d ef e c t   t h a t   t h e y  a r e 

e s s e n t i a l l y a r b i t r a r y r a t h e r t h a n b a s e d on a n y u n d e r l y i n g t h e o r y of 

ec o n o m i c  b e h a v i o u r .  Thi s  le d  to t h e  p u b l i c a t i o n  in 1 9 6 1  of a cl a s s i c  p a p e r 

by Joh n  Mu t h  in w hi c h  h e  a d v a n c e d  t h e  t h e o r y  of r a t i o n a l  ex p e c t a t i o n s . 

Th e  hy p o t h e s i s  a s s e r t s  t h r e e  t hi n g s : 
 

(i)  Info r m a t i o n   is  sc a r c e ,   a n d   t h e   e c o n o m i c   sy s t e m   g e n e r a l l y   do e s   no t 

w a s t e  it; 

(ii)   Th e    w a y    ex p e c t a t i o n s    a r e    for m e d    d e p e n d s    sp e c i f i c a l l y    on    t h e 

st r u c t u r e  of t h e  r e l e v a n t  sy s t e m  d e s c r i b i n g  t h e  e c o n o m y ; 

(iii) A ‘pu b l i c  p r e d i c t i o n ’— w il l  h a v e  no  su b s t a n t i a l  eff e c t  on  t h e  op e r a t i o n 

of t h e  e c o n o m i c  sy s t e m  (u n l e s s  it is b a s e d  on  insi d e  info r m a t i o n ) . 

Th u s ,  t h e  e s s e n c e   of  t h e  id e a  of  r a t i o n a l  ex p e c t a t i o n s   is  t h a t  ov e r  ti m e , 

ec o n o m i c   a g e n t s    a c c u m u l a t e    a   w e a l t h   of   info r m a t i o n   co n c e r n i n g    t h e 

r e l a t i o n s h i p   gov e r n i n g   e c o n o m i c   va r i a b l e s   a n d   t h e   b e h a v i o u r   of  ot h e r 

a g e n t s ,   p a r t i c u l a r l y  of  t h e  gov e r n m e n t .   Thi s  info r m a t i o n   c a n  b e  u s e d   in 

fo r m i n g   ex p e c t a t i o n s   a b o u t   fut u r e   val u e s   of  e c o n o m i c   va r i a b l e s .   Mu t h 

r e a s o n e d   t h a t   info r m a t i o n   s h o u l d   b e  co n s i d e r e d   a s  jus t   a n o t h e r   of  t h e 

r e s o u r c e s  av a i l a b l e  to b e  allo c a t e d  to m a x i m u m  a d v a n t a g e . 

Ut ili t y  m a x i m i z i n g  in d i vi d u a l s  sh o u l d  u s e  all  t h e  info r m a t i o n  av a i l a b l e  to 

t h e m   in   fo r m i n g   t h e i r   ex p e c t a t i o n s .   P a r t   of  t h e   info r m a t i o n   w h i c h   is 

r e l e v a n t  to  t h e  b e h a v i o u r  of a n y  ec o n o m i c  sy s t e m  is  t h e  st r u c t u r e   w hi c h 

u n d e r l i e s  t h a t  sy s t e m .  Th e  fu n d a m e n t a l  p r e m i s e  on  w hi c h  m o s t  e c o n o m i c 

a n a l y s i s  is b a s e d  is t h a t  e c o n o m i c  a g e n t s  “do  t h e  b e s t  t h e y  c a n  wi t h  w h a t 

t h e y   h a v e ?   M u t h ,   t h e r e f o r e ,   co n c l u d e d   t h a t   r a t i o n a l   e c o n o m i c   a g e n t s 

wo u l d   u s e   t h e i r   k n o w l e d g e   of  t h e   st r u c t u r e   of  t h e   e c o n o m i c   sy s t e m   in 

fo r m i n g  t h e i r  ex p e c t a t i o n s . 

Th e  r a t i o n a l  ex p e c t a t i o n s  hy p o t h e s i s ,  in  it s e l f ,  sh o u l d  no t  b e  p r o v o c a t i v e 

to    e c o n o m i s t s .    It    m e r e l y    b r i n g s    ex p e c t a t i o n s    wi t h i n    t h e    sc o p e    of 
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in di vi d u a l    m a x i m i z i n g    b e h a v i o u r .    Ex p e c t a t i o n s    w e r e    h a n d l e d    wi t h i n 

ec o n o m i c  m o d e l s  on  ve r y  c a s u a l  a n d  a d  ho c  b a s i s .  Ra t i o n a l  ex p e c t a t i o n s 

p r o v i d e s  a w a y  of inc o r p o r a t i n g  ex p e c t a t i o n s  w hi c h  is co n s i s t e n t  wi t h  t h e 

or t h o d o x  e c o n o m y  t h e o r i z i n g . 

Th e   d e v e l o p m e n t    of   r a t i o n a l    ex p e c t a t i o n s    t h e o r y    will   m a k e    a   m o r e 

si g n i fi c a n t   co n t r i b u t i o n   to  ec o n o m i c s  in  t h e  im p e t u s   it  giv e s  to  r e s e a r c h 

on  t h e  vit a l  a r e a s  of le a r n i n g  a n d  ex p e c t a t i o n s  fo r m a t i o n .  It b ri n g s  to  t h e 

fo r e   q u e s t i o n   a b o u t   t h e   av a i l a b i l i t y   a n d   us e   of  info r m a t i o n .   In s t e a d   of 

b e i n g   t h e   fin a l e   of  t h e   m o n e t a r i s t ’ s   c a s e   a g a i n s t   poli c y  in t e r v e n t i o n ,   it 

sh o u l d  b e  s e e n   a s  t h e  p r o l o g u e   for  a  r e v i t a l i z e d   t h e o r y  of  ex p e c t a t i o n s , 

info r m a t i o n  a r i d  poli c y . 

I m p o r t a n t  q u e s t i o n s 
 

2 m a r k s 
 

1.  Giv e  t h e  m e a n i n g  of di s g u i s e d  u n e m p l o y m e n t ? 
 

2.  Defi n e  infl a t i o n 
 

3.  Wh a t  a r e  t h e  c a u s e s  of infl a t i o n ? 
 

4.  Giv e  a n y  tw o  e c o n o m i c  co n s e q u e n c e s  of u n e m p l o y m e n t 
 

5.  Wh a t  is m e a n t  by c a s u a l i s a t i o n  of wo r k f o r c e ? 
 

6.  Wri t e  s h o r t  no t e  on  fa c t o r  infl u e n c i n g  in la b o u r  m a r k e t 
 

7.  Wh a t  is la b o u r  m a r k e t 
 

8.  Wh a t  is co s t  p u s h  infl a t i o n 
 

9.  Wri t e  s h o r t  no t e  on  r a t i o n a l  ex p e c t a t i o n 
 

1 0 . Wri t e  s h o r t  no t e  on  n e o  cl a s s i c a l  m o d e l  of la b o u r  m a r k e t 
 

6 m a r k s 
 

1.  Ex p l a i n  t h e  m e a s u r e s   t a k e n   by  t h e  go v e r n m e n t of  in di a  to  co n t r o l 

infl a t i o n 

2.  Ex p l a i n  t h e  ty p e s  of u n e m p l o y m e n t  in in di a 
 

3.  Ex p l a i n  t h e  c a u s e s  of infl a t i o n  in in di a 
 

4.  Defi n e  infl a t i o n .  Ex pl a i n  t h e  c a u s e s  a n d  eff e c t s  of infl a t i o n 
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5.  Ex p l a i n  t h e  c a u s e s  a n d  eff e c t s  of d efl a t i o n 
 

6.  Dis c u s s  va r i o u s  ty p e s  of infl a t i o n 
 

7.  Defi n e infl a t i o n a n d ex pl a i n t h e   ty p e s of  infl a t i o n . Wh a t a r e t h e 

eff e c t s  of infl a t i o n ?  Ho w  is infl a t i o n  co n t r o l l e d ? 

8.  Giv e  a n y  six c a u s e s  of infl a t i o n 
 

9.  Wh a t a r e t h e m e a s u r e s ini t i a t e d by   t h e gov e r n m e n t to   im p r o v e 

m a r k e t  sy s t e m ? 

1 0 .  H u m a n c a p i t a l for m a t i o n co n t r i b u t e s to t h e p r o c e s s of 

g r o w t h  a n d  d e v e l o p m e n t  el a b o r a t e 

1 1 .  M e n t i o n  t h r e e  c a u s e s  of g r o w i n g  u n e m p l o y m e n t  in in d i a .  Also 

giv e  t h r e e  s u g g e s t i o n s  to solv e  t hi s  p r o b l e m . 

1 2 .  Defi n e  effi ci e n c y  of la b o u r .  Ex p l a i n  fo u r  fa c t o r s  t h a t  infl u e n c e 

t h e  effi ci e n c y  of la b o u r 

1 3 . Ex p l a i n  t h e  in s t i t u t i o n a l  la b o u r  m a r k e t  m o d e l 
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UNIT - V
S.NO Question OPTION A OPTION B OPTION C OPTION D Answer
1 In India, Inflation 

measured by the :
National 
Income 
Deflation

Wholesale 
Price Index 
number

Consumer Price
Index

None of above Consumer Price
Index

2 What is "Stagflation"? Inflation with 
growth

Deflation with 
growth

Inflation after 
deflations

Inflation with 
depression

Inflation with 
depression

3 In india disguised 
unemployment is foud 
in

Agricultural 
sector

industrial 
sector

service sector trade sector Agricultural 
sector

4 Inflation is caused by: Increase in 
supply of 
goods

Decrease in 
money supply

Increase in 
money supply

Increase in 
cash with the 
government

C Increase in 
money supply

5  Division of labour is the 
result of

Complicated 
work

Excessive 
pressure

Excess supply 
of labour

Specialisation D Specialisation

6 The type of 
unemployment, in 
agriculture sector in 
India is

Structural Frictional Open Seasonal Seasonal

7 Deflation is deficit budget  reduction in 
taxation

contraction in 
volume of 
money or 
credit that 
results in a 
decline of price
level

 increase in 
public 
expenditure

contraction in 
volume of 
money or 
credit that 
results in a 
decline of price
level

8 Which of the following 
Price Indices of India is 
considered for 
measuring ‘Headline 
Inflation’?

GDP Deflator CPI-AL/RL CPI-IW WPI WPI

9 Which among the 
following can not be 
called an ant inflationary

Raising the 
Bank Rates

Raising the 
Reserve Ratio 
Requirements

Purchase of 
securities in the
Open Markets

Rationing of 
the Credit

Purchase of 
securities in the
Open Markets



measure?
10  Inflation is the state in 

which___________
The value of 
money 
decreases

The value of 
money 
increases

The value of 
the money 
increases first 
and then 
decreases

The value of 
money 
decreases first 
and increases 
later

The value of 
money 
decreases

11 Inflation brings most 
benefit to which one of 
the following_______

 Government 
pensioners

Creditors Savings Bank 
Account 
holders

Debtors Debtors

12 Increasing 
unemployment and 
inflation is a situation 
of_____

hyperinflation galloping 
inflation

stagflation reflation stagflation

13 The period of high 
inflation, low economic 
growth and high 
unemployment is 
termed as______

stagnation take-off stage 
in economy

stagflation galloping 
inflation

stagflation

14 Black money 
implies________

counterfeit 
currency

money earned 
from chit funds

money earned 
through 
underhand 
deals

income on 
which payment
of tax is usually
evaded

income on 
which payment
of tax is usually 
evaded

15 In terms of economics, 
the small gap between 
the first recession and 
second recession is 
known as________

Double 
Deflation

Deflation Deep Recession Double Dip 
Recession

Deep Recession

16 An essential attribute of 
inflation is_______

Increase in 
prices

Less 
production

Presence of 
black market

Absence of 
black market

Increase in 
prices

17 The Inflation 
experienced in the 
country at present 
is_________

Cost-push 
inflation

Unrealistic 
inflation

Secondary 
inflation

Demand Pull 
inflation

Cost-push 
inflation

18 Ten rupee notes bear  President Finance Secretary, Governor, Governor, 



the signature of_______ Minister Ministry of 
Finance

Reserve Bank 
of India

Reserve Bank 
of India

19 For international 
payments, the Indian 
currency is linked 
to_______

British Sterling Gold Standard American 
Dollar

Euro American 
Dollar

20 The States debt does not
include_______

Agricultural 
loans

Loans from 
State Bank of 
India

Loans from the 
Central 
Government

Treasury bills issued 
to international 
financial institutions

Treasury bills 
issued to 
international 
financial 
institutions

21 How many languages 
are used on a ten rupee 
note ?

10 12 15 18 15

22 Which of the following 
can contain Inflation ?

Surplus Budget Increase in 
taxation

 Reduction in 
public 
expenditure

Other deposits 
with RBI

Surplus Budget

23 Monetary policy is 
regulated by_______

Money leaders Private 
entrepreneurs

Central Bank Microfinance 
organizations

Central Bank

24 Increasing prices related 
to___________

Generation of 
black money

Adverse effect 
on speculation

Promotion of 
inequalities

Adverse effect 
on balance of 
payments

Adverse effect 
on speculation

25 The effect of inflation on
tax revenue results in a 
situation known 
as______

Reflation  Stagflation Fiscaldrag Consumer Price
Index

Fiscaldrag

26 Unemployment which 
occurs when workers 
move from one job to 
another job is known 
as_______

Cyclical 
unemployment

Seasonal 
unemployment

Technological 
unemployment

Frictional 
unemployment

Frictional 
unemployment

27 Unemployment in a 
developing country 
generally takes place 

Natural 
disasters

Lack of 
effective 
demand

Lack of 
complementary
factors of 

Switch over 
from one job to
another

Lack of 
complementary
factors of 



due to______ production production
28 The Food For Work 

Programme was later 
renamed as______

Jawahar Rozgar
Yojana (JRY)

National Rural 
Employment 
Programme 
(NREP)

Integrated 
Rural 
Development 
Programme 
(IRDP)

Rural Landless 
Employment 
Guarantee 
Programme (RLEGP)

National Rural 
Employment 
Programme 
(NREP)

29 Under Indira Gandhi 
National Old Age 
Pension Scheme 
(IGNOAPS), the benefits 
are available to the 
people having minimum 
age of______

55 Years 60 Years 65 Years 70 Years 65 Years

30  The Govt. of India does 
not provide any direct 
financial assistance to 
which of the following 
schemes_____

Rural Health 
Mission

 Sukanya 
Samridhi 
Yojana

Jeevan Sathi 
Yojana

 Mahatma Gandhi 
National Rural 
Employment 
Guarantee scheme

Jeevan Sathi 
Yojana

31 Indian’s wage policy is 
based on_______

Savings Productivity Cost of living Standard of 
living

Cost of living

32 ________type of 
unemployment is found 
in India.

Structural 
Unemployment

 Seasonal 
unemployment

Disguise 
unemployment

Unstructural 
employemnet

Disguise 
unemployment

33 If a person is ready to 
work at the prevailing 
wage rate in the market,
but he is unable to find 
the work, then what 
type of unemployment 
would it be called_____

 Voluntary 
unemployment

Involuntary 
unemployment

Seasonal 
unemployment

Disguise 
unemployment

Involuntary 
unemployment

34 ______is the type of 
unemployment do the 
marginal productivity of 
the workers is zero

Involuntary 
unemployment

Disguised 
Unemployment

Seasonal 
unemployment

Structural 
Unemploymen
t

Disguised 
Unemployment



35 Cyclical and frictional 
unemployment are 
found in_______

Less developed
and developing
countries both

Developing 
countries

Developed 
countries

Less developed
countries

Developed 
countries

36 Who developed the 
concept of disguised 
unemployment?

John Keynes Amartya Sen  John Robinson Alfred Marshall  John Robinson

37 __________is the right 
formula to know the 
unemployment rate

Total number 
of unemployed
/ total labour 
force X 100

Total labour 
force / Total 
number of 
unemployed x 
100

Total number 
of 
unemployed / 
total labour 
force x 1000

Total labour 
force / Total 
number of 
unemployed x 
1000

Total number 
of 
unemployed / 
total labour 
force X 100

38 Who are counted in the 
labor force of a country?

The population
of 18 to 60 
years of age

The population
of 15 to 65 
years of age

The population 
of 18 to 65 
years of age

Population of 
21 to 62 years 
of age

The population 
of 15 to 65 
years of age

39 . In a business, raw 
materials, components, 
work in progress and 
finished goods are 
jointly regarded 
as________

Capital stock Inventory Investment Net worth Inventory

40 The difference between 
GNP and NNP ________

Corporate 
profits

Personal taxes Transfer 
payments

Depreciation Depreciation

41 Which of the following is
a direct methhod  of 
reducing Economic 
Inqualities?

Estate Duty wealth Tax Capital gain tax Ceiling or 
Holding

Ceiling or 
Holding

42 The classification of 
persons below the 
poverty line in India are 
based on 
whether______

Their daily 
wages fall 
below the 
prescribed 
minimum 
wages

They are 
entitled to a 
minimum 
prescribed 
food basket

They get work 
for a prescribed
minimum 
number of days
in a year

They belong to 
agricultural labourer 
household and the 
scheduled caste/tribe 
social group

They are 
entitled to a 
minimum 
prescribed food
basket

43 Poverty Gap 
reflects______

Gap between 
the rich and 

Gap between 
developed 

Gap in 
infrastructural 

The difference 
between poverty line 

The difference 
between poverty 



the poor nations and 
developing 
nations

facilities 
between 
developed 
nations

and actual income 
levels of all those 
living below that line

line and actual 
income levels of 
all those living 
below that line

44 The type of 
unemployment mostly 
found in India can be 
characterized as______

Disguised Cyclical Frictional Structural Disguised

45  Among the reasons for 
disguised 
unemployment in the 
rural areas is_______

high illiteracy 
rate

low levels of 
technological 
development 
in the country

choice of a 
heavy industry 
model for 
economic 
development

 heavy pressure of 
population along with
slow implementation 
of land reforms

low levels of 
technological 
development in
the country

46 In India, present trend of
rapid urbanization is due
to______

abolition of 
zamindari 
system

break up of 
joint family 
system

 influence of 
cinema and 
electronic 
media

lack of 
employment 
opportunities 
in rural areas

lack of 
employment 
opportunities 
in rural areas

47 Which of the following is
not a Poverty 
Eradication Programme 
launched by the Govt. of
India ?

 ADHAR National Social 
Assistance 
Programme

Jawahar Gram 
Samridhi 
Yojana

Swarnajayanti 
Gram 
Swarozgar 
Yojana

 ADHAR

48 What type of 
unemployment is found 
in India?

Structural 
Unemployment

Seasonal 
unemployment

Disguise 
unemployment

Frictional 
unemployment

Seasonal 
unemployment

49 In which type of 
unemployment do the 
marginal productivity of 
the workers is zero?

Disguised 
Unemployment

Involuntary 
unemployment

Seasonal 
unemployment

Structural 
Unemploymen
t

Structural 
Unemployment

50 What type of 
unemployment is found 
in developed countries?

Involuntary 
unemployment

Voluntary 
unemployment

Structural 
unemployment

Disguised 
Unemploymen
t

Voluntary 
unemployment

51 What type of 
unemployment is found 

Disguised 
Unemployment

Voluntary 
unemployment

Frictional 
unemployment

Structural 
Unemploymen

Frictional 
unemployment



in the agriculture sector 
of India?

t

52 Cyclical and frictional 
unemployment are 
found in....... ?

Less developed
and developing
countries both

Developing 
countries

Developed 
countries

Less developed
countries

Developed 
countries

53 Who developed the 
concept of disguised 
unemployment?

John Keynes Amartya Sen John Robinson Alfred Marshall John Robinson

54 When aggregate 
economic activity is 
increasing, the economy 
is said to be in_______

An expansion A contraction A peak A turning Point An expansion

55 The Inflation 
experienced in the 
country at present 
is_________

Cost-push 
inflation

Unrealistic 
inflation

Secondary 
inflation

Demand Pull 
inflation

Cost-push 
inflation

56 The 
____________country is
sending the largest 
share of FDI inflow in 
India.

Singapore  Mauritius USA China  Mauritius

57 Foreign Direct 
Investment(FDI) and 
Foreign Institutional 
Investment(FII) are 
distinct in terms of?

FDI brings 
capital, 
technology & 
management 
and FII brings 
only capital

FDI targets 
specific sectors
and FII help in 
increasing 
foreign capital 
availability

FII is 
considered 
more stable

FII targets both 
primary and 
secondary market 
while FDI targets only 
primary.

FDI brings 
capital, 
technology & 
management 
and FII brings 
only capital

58 In India, inflation 
measured by 
the___________

Wholesale 
Price Index 
number

Consumers 
Price Index for 
urban non-
manual 
workers

Consumers 
Price Index for 
agricultural 
workers

National 
Income 
Deflation

Wholesale 
Price Index 
number

59 Monetary policy is 
regulated by_______

Money leaders Private 
entrepreneurs

Central Bank Microfinance 
organizations

Central Bank



60 Unemployment in a 
developing country 
generally takes place 
due to______

Natural 
disasters

Lack of 
effective 
demand

Lack of 
complementary
factors of 
production

Switch over 
from one job to
another

Lack of 
complementary
factors of 
production
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